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PREFACE 


VERYONE who reads this volume of the PRocEEDINGS 
3) of the Academy of Political Science will quickly ap- 
preciate the determination of the authors of the various 
papers to state resolutely many of the difficult questions that we 
must be prepared to face and solve, if we are “‘ to establish the 
national and international climate in which peace under law and 
freedom may be the inheritance of our children and their child- 
ren’s children.” Typical of such questions are some which 
relate to human readjustments—the worker and his job, reém- 
ployment of the veteran, standards of social security, mainte- 
nance of full employment—as well as others which more directly 
affect the economic framework, involving the national tax struc- 
ture, international exchange, foreign trade, air and sea transport, 
business organization and world cartels. “ Will we under- 
stand”, to use the words of the President of the Academy, 
“that many of the acts of government and of business that 
were formerly viewed as purely national in their significance 
have dire and fateful international consequences beyond the 
calculations of the wisest among the living? And, understand- 
ing this proposition, will we in our actions be faithful to it? ” 
However tentative the answers, here given, they are all presented 
in the high hope that they may contribute to the judicious 
shaping of our economic and political future. 

The Annual Meeting of the Academy, of which the following 
pages constitute a permanent record, was held at the Hotel 
Astor in New York City on November 15, 1944. Many of the 
speakers and presiding officers have participated in these con- 
ferences in former years. To them, no less than to its new 
friends, the Academy extends its thanks for their interest and 
codperation. The program and arrangements were capably 
handled by the following committee: Russell C. Leffingwell, 
(Chairman), Miss Ethel Warner (Director), W. Randolph Bur- 
gess, Nicholas Murray Butler, Robert D. Calkins, John L. 
Collyer, Frederic R. Coudert, F. C. Crawford, John W. Davis, 
Lewis W. Douglas, Leon Fraser, George L. Harrison, Pierre Jay, 
Thomas W. Lamont, Sam A. Lewisohn, Henry R. Luce, Charles 
Merz, Shepard Morgan, George Roberts, George A. Sloan, 


Arthur Hays Sulzberger, Eliot Wadsworth, Thomas J. Watson, 
Leo Wolman. 
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PART I 


READJUSTMENTS OF THE ECONOMIC FRAMEWORK 


READJUSTMENTS OF THE ECONOMIC 
FRAMEWORK * 


RUSSELL C. LEFFINGWELL, Presiding 


Chairman of the Executive Committee, J. P. Morgan & Co., Inc. 
Former Assistant Secretary of the Treasury, 1917-1920 


T is the privilege of old men to reminisce. As I was coming 
| down here this morning I thought to myself that it must 
be close to a quarter of a century since I first spoke to 
an audience of the Academy of Political Science. That was 
just after the last war, and I came from Washington to talk 
about Treasury methods of financing the war. As I have 
thought over it in the intervening time, it has seemed to me 
that there was one important failure of our readjustment in 
the economic framework after the last war. That was the 
failure to readjust our economy to the fact that the United 
States had become a creditor nation in the course of the first 
World War. President Wilson called attention to that fact very 
vividly in his address to Congress in the latter part of 1919, 
but we all studiously forgot it for a quarter of a century. 
Before introducing the speakers, I should like to say a few 
words, if I may, about the “ Readjustments of the Economic 
Framework ”. Nobody thinks the war is over. If we talk of 
readjustments it is not to take our thoughts away from the great 
effort that remains to be made, the dreadful sacrifices our men 
are making for us on land, at sea and in the air. But we must 
plan for those men, and fcr the folks they have left at home. 
So when victory comes we shall be ready for it and welcome 
our boys to jobs and happy homes. 


* Opening remarks at the First Session of the Annual Meeting. 
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After the war we want America to be again the land of 
enterprise and initiative and opportunity, the home of a happy, 
prosperous, busy people. If this is to be, we must find outlets, 
markets, for our surplus production. We are geared to pro- 
duce far more than we can consume among ourselves. We 
produced more than we consumed before the first World War; 
then we were a debtor nation and the surplus went to pay the 
service of our debts. We produced more than we could con- 
sume ourselves during the first World War; and sales of British 
investments and war loans to the Allies covered the difference, 
These government loans are in default. We became a creditor 
nation. We produced more than we could consume in the 
1920’s, and we lent the money to pay for the surplus to 
foreign governments, municipalities and corporations. Many 
of the loans are in default. We were capable of producing 
more than we could consume in the 1930’s, but the outer world, 
though it needed our goods, could not find the means of pay- 
ment for them, and our exports fell off. For this reason among 
others, we bogged down into a depression which lasted until 
the second World War. Then war demand for our surplus 
production arose, and was financed first by British sales of 
capital investments and later by Lend-Lease. 

We cannot have prosperity and reasonably full employment 
after this war unless our vastly war-stimulated capacity for 
production finds an outlet. We must be able to sell goods 
abroad in greater quantity than ever before in peace—in spite 
of being a creditor nation. To do so we must buy as well as 
sell goods and services; and make foreign loans and investments, 

Between the fall of Napoleon and the first World War, 
England, a creditor nation then as we are now, accepted goods 
and services and made foreign investments in payment for 
her exports. The British Navy maintained the peace; and 
there was no general war in a hundred years. The British policy 
of free trade facilitated payment in goods for British exports. 
Foreign exchanges were stable, based upon the gold standard 
and the London money market. British government policy 
advanced and protected the interests and investments of British 
subjects everywhere in the world. For lack of these four things 
—assured peace, free trade, stable exchanges and government 


protection—American foreign investments between the two 
World Wars did not fare well. 
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The first condition of foreign trade and investment is the 
establishment of law and order in the world and the creation of 
a peaceful world to trade in. Another is the cancellation of 
war loans, new and old, and the repeal of the Johnson Act. 
Another is the making of government loans and grants in aid 
of rehabilitation. Another is the lowering or removal of tariffs 
and subsidies. Still another is the establishment of stable ex- 
changes, reflecting a measure of equilibrium in international 
balances of payment. Last, but not least, is a United States 
government policy to advance and protect American interests 
and investments everywhere. 

We cannot get equilibrium in the exchanges alone. There 
is no amount of money that will buy foreign currencies as 
fast as printing presses will print them, if political conditions 
are unsafe, and budgets and trade are unbalanced, and old un- 
productive war debts are kept alive as a threat to credit. 
Foreign investment will not flow, and goods cannot be exported 
in the necessary volume to foreign countries, if political con- 
ditions are unsafe, if buyers cannot sell, and if exchanges are 
disorderly. 

There is no use trying to decide which of these reforms has 
to come first. They all have to come along together. With- 
out them we shall, after the first fine flush of post-war inflation, 
bog down in another long, sad period of unemployment, un- 
employed capacity at home, pensions, doles, and uneconomic 
restrictions on production and labor; while the world outside 
will be eager to buy our goods—in dire need of them—and 
will be unable to pay for them. There is no possible use of 
making any post-war plan for domestic prosperity and em- 
ployment that does not face and solve these problems. The 
readjustment of the economic framework must include laws and 
policies which will encourage expansion of our trade both ways, 
in and out, and stimulate and protect foreign investment. 

The first specific subject on our program this morning is 
“Sea Transportation ”, and the speaker is the President of the 
National Federation of American Shipping and a member of the 
War Labor Board. He is a graduate of Stanford and has been 
dean of men at Stanford and a consultant and lecturer on 
labor relations. 


I have pleasure introducing to you Mr. Almon Roth. 
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SEA TRANSPORTATION 


ALMON E. ROTH 


President, National Federation of American Shipping 
Employer Member, National War Labor Board 


T the moment the merchant navies of all the Allies 
and the principal neutral maritime nations are 
being devoted exclusively to the prosecution of 

the war effort. 

In practically all countries, including the United States, mer- 
chant vessels are being operated by private shipping concerns 
as agents for their respective governments. The shipping in- 
dustry of our country began converting to a full wartime 
basis well before Pearl Harbor. Today, it is the only major 
transportation facility in the country which is wholly devoted 
to war purposes. 

The entire shipping facilities of the allied countries and 
major neutrals are now being managed and operated by an 
international agency known as the Combined Shipping Adjust- 
ment Board. Centralized control and allocation of ships and 
cargo, under the direction of this joint Board, have resulted in 
vast savings of time and space and have greatly increased the 
effectiveness of the allied war effort. Incidentally, this joint 
operation of merchant vessels constitutes one of the most out- 
standing examples of successful international codperation of all 
time. Announcement recently has been made of the extension 
of this arrangement for a period ending six months after the 
end of hostilities in Europe and the Pacific area. One of our 
major and most difficult post-war problems will be to “ un- 
scramble ” this international pooling arrangement and effectuate 
the resumption of private enterprise as, when and where it 
becomes possible. 

The new international contract for the extension of joint 
shipping operations provides for the resumption of private 
commercial operations in accordance with a mutually accept- 
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able formula, which shall not discriminate against the com- 
mercial shipping interests of any nation and shall extend to 
all contracting governments an equitable opportunity for their 
respective tonnages to engage in commercial trades, It will 
be both difficult and highly important to work out a formula 
for the resumption of commercial operations which will be 
mutually acceptable to all countries involved. Our principal 
difficulty will arise from the following factors. 

As a result of the war, the respective tonnages of different 
nations have been unbalanced. As an illustration, the United 
Kingdom was operating approximately 30 million dead-weight 
tons of shipping in pre-war days, and this country was oper- 
ating only 10 million. When the war ends, Great Britain will 
have available for commercial operation approximately 13 mil- 
lion dead-weight tons, and the United States will have available 
in excess of 40 million. 

As a result of the net losses which some of our Allies and 
neutrals have sustained, their ability to participate in world 
shipping in the period immediately following the end of the 
war will be greatly limited. 

The importance of a fair solution of the problem of resump- 
tion of commercial operations lies in the fact that shipping is 
a prime factor in the national economies of many of our Allies 
and neutrals. There is very genuine fear on the part of some 
nations that the United States will take advantage of its vast 
tonnage to dominate the situation to the disadvantage of nations 
which are not so fortunate with respect to available shipping 
facilities. In the interest of international understanding and 
good will, it is therefore important for us to find an equitable 
solution. 

There has been much speculation, both at home and abroad, 
concerning the probable size of the post-war American mer- 
chant marine. The difficulty of blueprinting the future of 
our merchant navy is best indicated by the fact that estimates 
of its size have varied from 15 million tons to as much as 40 
million tons for all types of service. 

American ship operators find it extremely difficult to make 
plans for the future in the absence of more accurate information 
as to costs of new tonnage, the volume of both domestic and 
foreign cargoes, the date at which private operation will be 
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resumed, future rate structures, and a multitude of other in- 
determinate factors. 

Estimates by competent authorities of the volume of world 
trade vary almost as greatly as estimates of the probable tonnage 
of our post-war merchant marine. Many variables enter into 
this picture, including the time required for the economic 
rehabilitation of foreign nations; the volume of their national 
incomes and ability to finance purchases of goods and raw ma- 
terials; and the extent to which restrictions upon the freedom 
of commerce, such as tariffs, embargoes and quotas, are estab- 
lished. In the last analysis, the size of our post-war merchant 
marine will be based upon the practical considerations of na- 
tional defense and domestic and foreign trade opportunities, 
rather than complete utilization of the total tonnage which we 
may have available at the end of the war. 

It may well be that one of the worst things that could happen, 
from the long-time standpoint of developing and maintaining 
an adequate merchant marine, would be the utilization of an 
excessive amount of tonnage in either our domestic or foreign 
trades. Excessive tonnage could only result in ruinous com- 
petition and retard the development of an adequate program 
of replacement. 

There is a tendency on the part of the public to think of 
our merchant marine solely in terms of foreign competition and 
prospects for international trade, and to pay little attention 
to the fact that domestic shipping is concerned with competition 
with railroads, trucks and busses. 

If we are to have an adequate post-war American merchant 
marine, both domestic and foreign shipping must earn a reason- 
able profit under competitive conditions which are quite distinct 
and different. In this connection it is important to note that 
as of June 30, 1939, our active American merchant marine 
amounted to 9,303,228 tons, of which only 2,803,900 tons were 
engaged in foreign commerce. The balance, or roughly 70 per 
cent, was employed in domestic trades. 


Post-War Competition Will Be Keen 


It is evident that post-war competition for both branches 
of our merchant marine will be the keenest that we have ever 
faced. In the domestic field the commerce which was formerly 
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serviced by water carriers is now being handled by their rivals 
—the railroads and truck lines. There is every indication that 
these rival forms of transportation will do everything possible 
to hold this business. Our coastwise and intercoastal steam- 
ship companies, which have been fully engaged in the war 
effort, must therefore “start from scratch” and recapture 
their patronage. 

In the foreign field all of the traditional maritime nations 
are hoping to restore at least the equivalent of their pre-war 
merchant fleets. Some of them are hoping to expand their 
shipping facilities in the post-war period. Several of our 
South American neighbors, including Argentina, Brazil and 
Chile, have indicated their intention of expanding their mer- 
chant marine fleets. Canada is planning an extension of its 
tonnage. South Africa is planning to build and operate ships. 
China hopes to carry its domestic commerce in its own bottoms, 
and to participate to some extent in international trade. No 
one seems to know what Russia’s plans may be, but there are 
indications that Russia also intends to enter the maritime field. 
It may surprise you to learn that even Switzerland is now oper- 
ating eight merchant ships, and is talking seriously of main- 
taining a post-war Swiss merchant marine. 

With this universal enthusiasm for national-flag services, 
there is a strong likelihood that in a few years we may again 
witness an over-tonnage of world requirements. 

At first blush, it might seem that shipping losses during the 
war, and the likelihood that the United States may withdraw 
some of its excess tonnage from active service and impound it 
as a national defense reserve, would prevent over-tonnage. 
These two factors, however, will be largely, if not entirely, 
offset by the increased shipbuilding activities which many 
countries contemplate. 


Advantages and Disadvantages Which American Shipping 
Will Face 


It is obvious that our principal, and possibly our sole, 
advantage lies in the fact that we will have the world’s largest 
merchant marine at our disposal when hostilities end. It has 
been estimated by competent authorities that we may have in 
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excess of 50 million tons if the war continues until the middle 
of 1946. 

There is an old saying that “all that glitters is not gold”, 
which may well apply to our vast tonnage of the moment. Our 
advantage with respect to available tonnage is subject to the 
following qualifications. 


1. There is no assurance that we shall have a surplus, or 
even a sufficient number of fast and economical ships 
of the “ C” and “ Victory ” types available for private 
operation. It is generally conceded that the Liberties, 
of which we will have approximately 2,300 ships, are 
not well adapted to the requirements of most types of 
foreign and of domestic service. 

2. We shall be at a great disadvantage so far as passenger 
tonnage is concerned. Many of our best passenger 
liners have been lost during the war, and others have 
been so radically converted for war purposes that there 
is little likelihood of their reconversion for passenger 
service. In some cases it has been estimated that the 
cost of reconversion would approximate the cost of 
new construction. 

3. In view of the avowed plans of our foreign competitors 
to reéstablish their fleets with modern, specialized vessels 
as early as possible, the advantage which we will enjoy 
on account of our existing American tonnage, at best, 
will be a temporary one. 


There is a tendency on the part of many of our citizens 
to assume that the availability of our vast tonnage ensures the 
maintenance of an adequate post-war American merchant 
marine. This is a false assumption. In the last analysis, the 
ability of this nation to operate and maintain a sound and 
adequate American merchant marine will depend upon the 
ability of American shipping companies to render services at 
reasonable costs, in competition with foreign steamship lines 
and other forms of domestic transportation. 

Such service must be rendered on a basis which will not only 
provide reasonable operating profits, but will also permit the 
replacement and modernization of American merchant ships. 
In other words, even if we have vessels, and even if cargoes are 
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available, our American ships eventually will disappear from the 
seas, as they have in the past, unless they can be operated profit- 
ably in competition with our competitors. In the long run, 
the crux of the matter lies in our ability to compete, rather 
than in the availability of ships or the volume of world 
commerce. 

We must face the fact that we shall be at a serious disadvan- 
tage so far as operating costs are concerned. It is generally 
agreed that our operating costs in the pre-war period were at 
least 50 per cent higher, on the average, than those of our com- 
petitors. This serious adverse differential will no doubt con- 
tinue to plague us. There is no point to be gained by glossing 
over the true facts. In order to compete successfully we must 
overcome this operating differential, and this is equally true 
whether we have private operation or government operation. 
Our experience with government operation following the last 
war conclusively demonstrated that the government is as 
“allergic to red ink” as private operators. As soon as oper- 
ations began to show great losses, the government disposed of 
its fleet at the best prices obtainable and abandoned any hope 
of successful government operation. 

Another practical difficulty which this nation will face in 
its efforts to maintain a sound American merchant marine will 
be the reluctance of American investors to risk their capital in 
the shipping business. Frankly speaking, the past record of 
shipping earnings does not inspire confidence in the future. 

As a result of the experiences of this war, the American 
public is aroused to the necessity of maintaining an adequate 
peacetime merchant marine for purposes of national defense and 
as a form of insurance against foreign aggressors. There should 
be no doubt in the mind of any American citizen that the cost 
of this war in precious lives, time and money has been greatly 
increased by our lack of shipping facilities. The reports of 
General Marshall and Admiral King clearly indicate that the 
whole tempo of this war and our over-all military strategy 
have been geared to our inadequate supply of merchant shipping. 


In a recent dispatch, Admiral Nimitz sent this message to the 
American public: 
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The sea lanes of the Pacific, which have been extended westward 
more than 4,000 miles in the last year, are crowded with merchant ships 
engaged in supplying our offensive against Japan. Without these ships 
of the American maritime industry, wholly devoted to winning the war, 
our substantial progress would not have been possible. This war has 
fully confirmed the necessity for a strong and sound merchant marine 
to be maintained in time of peace. The convincing way in which this 
fundamental fact has been demonstrated in the Pacific is a tribute to 
the ability and patriotism of the American merchant marine and augurs 
well for the future. 


The effectiveness of the availability of an adequate peace- 
time merchant marine, as insurance against war, has not been 
sufficiently stressed. Ample shipping facilities constitute a 
potent form of insurance against foreign aggression. All poten- 
tial aggressors realize that our naval forces would be of little 
value without an adequate tonnage of supply and auxiliary 
vessels. No one can doubt that Japan’s decision to wage war 
against this nation was predicated upon the knowledge that this 
country lacked, not only fighting ships, but also the merchant 
ships which would be required to wage an immediate and effec- 
tive war in far distant expanses of the Pacific. 

No doubt Germany, by the same token, counted upon the 
inadequacy of our shipping facilities in appraising her chances 
for success when she plunged the world into conflict. 

It is generally recognized that the principal hope for main- 
taining future world peace depends upon the willingness and 
ability of the Allies to police the world against future wars. 
Our nation’s responsibility, in this connection, will require the 
maintenance of a navy several times the size of our pre-war 
fleet. This means that our merchant marine, as an auxiliary 
to that navy, must be strengthened correspondingly. 

Our basic problem will be to maintain an adequate American 
merchant marine for purposes of defense and commercial 
development without too great cost to the taxpayers of the 
country. The cost of maintaining an adequate merchant fleet 
will, to a large extent, depend upon our ability to operate suc- 
cessfully in competition with other countries, and other forms 
of domestic transportation. I should, therefore, like to out- 
line very briefly some of the objectives and measures which will 
enhance the prospect of successful private operation. 
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I shall not attempt to develop fully these various items, but 
will merely outline them. 

1. We must reduce the cost of operation by increasing effi- 
ciency at sea and ashore. I have already pointed out that our 
operating costs are 50 per cent higher on the average than those 
of our foreign competitors. Generally speaking, it has been 
possible to maintain high wages and high standards of living in 
this country only because man-hour output in our basic indus- 
tries has been high in comparison with other countries. The 
same principle applies to shipping. The following measures will 
increase efficiency: 

(a) Piers and other port facilities should be improved 
and modernized. Most European ports have been 
destroyed. In all likelihood they will be fully 
modernized when restored. Many American port 
facilities are greatly in need of modernization. 

(b) Management must survey its functions with a view 
to possible savings and increased efficiency in admin- 
istration and supervision. 

(c) All arbitrary “ make-work ” practices and arbitrary 
restrictions on individual output, both ashore and at 
sea, should be abolished. 

(d) We must make the fullest possible use of labor-saving 
machinery. 

The last two items are particularly essential to a reduction 
of our loading and discharging costs, which sometimes run as 
high as 40 per cent of operating expenses. 

Arbitrary make-work rules, which have been imposed upon 
the shipping industry by maritime unions, have greatly in- 
creased the costs of operation. In some ports the refusal of 
longshoremen to permit full use of labor-saving devices has 
largely nullified technological improvements. I refer to such 
practices as unreasonable limitations on the number of trailers 
which a ‘jitney can haul; insistence that jitneys return to the 
ship’s side in a fixed order of rotation, irrespective of the dis- 
tance which they travel in delivering cargoes to points of vary- 
ing distances; insistence that cargo be loaded to the floor of the 
dock instead of directly on slingboards; refusal to use lift trucks. 

The most potent and costly restriction on output is the 
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limitation on the size of the slingload, which the I. L. W. U. 
has forced upon Pacific coast operators. To illustrate: Long- 
shore contracts on the Pacific coast limit the number of sacks 
of cement, which can be loaded on a slingboard, to 20 sacks, 
In a recent experiment where the United States Navy handled 
28 sacks to the slingload, and reduced the number of men in 
the gang from 18 to 14, the man-hour production increased 
123 per cent. 

The theory behind these restrictive practices and make-work 
rules is that it is greatly to the advantage of labor, at times 
of slack employment, to increase work opportunity by cur- 
tailing the output of the individual. This theory does not 
take into account the fact that when the cost of production 
increases, the over-all opportunity for work is curtailed, or 
even completely lost, by the inability of the shipping companies 
to compete for business at the greatly increased costs which 
result from such restrictive practices. In other words, unless 
these make-work practices are eliminated, labor may find that 
it has killed the “ goose that lays the golden eggs.” The best 
interests of labor, itself, require that the American shipping 
industry be not “ hamstrung” by such restrictions on output 
in the fierce competition which it must face in the post-war 
period. 

2. We must plan for attractive accommodations and the 
finest possible service on our passenger liners if we expect to 
obtain and hold our post-war share of passenger traffic. Pre- 
liminary discussions with prominent officials of our maritime 
unions indicate that they fully appreciate the necessity of good 
service and are prepared to codperate in achieving the same. It 
is not too early to begin conferences between labor and manage- 
ment for the purpose of accomplishing this end. 

3. We must plan and provide for continued ship construc- 
tion and modernization. It is essential that our American mer- 
chant marine be equipped at all times with modern and efficient 
vessels. Other nations are laying great stress upon the need for 
continued progress in ship design and construction. New 
vessels which they build to replace their war losses are likely to 
be more efficient than our war-built tonnage. British shipping 
interests are insistent upon the need for specialized vessels to 
serve particular trades and routes. 


[140] 


| 
| 


No. 2] SEA TRANSPORTATION 13 


4. It is essential that any formula for the disposal by the 
government of war-built tonnage to private operators take into 
account the necessity for capital structures which will permit 
profitable operation. At the present time, there is a bill pend- 
ing in Congress which seeks to establish a formula for sales prices 
to operators of foreign and of domestic commerce. Over a 
period of some twenty years, our intercoastal shipping, as a 
whole, lost money operating with vessels which were capitalized 
at much lower values than those fixed in this bill. The impor- 
tant consideration in fixing sales prices on government-owned 
vessels should be the ability of our merchant marine to operate 
successfully at the prices fixed, rather than recoupment of money 
spent by the government to provide ships for war purposes. 

§. Construction and operating subsidies must be continued 
as provided for in the Merchant Marine Act of 1936. The 
same reasons which made it necessary to provide parity allow- 
ances to encourage the development of our foreign shipping 
during the pre-war era will pertain to post-war conditions. In 
this connection it is important to note that so-called subsidies 
are not bounties to shipowners, but parity allowances which 
inure to the benefit of our shipyards and American seamen. 
These equalization allowances are designed to encourage the 
construction of ships in American shipyards and to make pos- 
sible the payment of high wage scales to our merchant marine 
personnel. 

Some of our foreign competitors have contended that our 
construction and operating differentials constitute a form of 
unfair competition. Nothing could be farther from the truth. 
If construction and operating differentials are correctly esti- 
mated, the American operator who receives such allowances 
will have no undue advantage over his foreign competitor. He 
will merely “start from scratch” on the basis of equalized 
Operating costs. 

When we realize that this nation spent in excess of fifteen 
billion dollars to provide itself and its allies with vital shipping 
facilities for the prosecution of this war, the amount which we 
may spend in parity payments for the purpose of maintaining 
an adequate and efficient American merchant marine, as in- 
surance against war, seems relatively insignificant. 
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6. We must take every possible measure to provide American 
private operators with essential cargoes and a fair share of 
passenger business. To this end, the unquestioi.ed right of 
American steamships to engage in international air transport 
should be affirmed at the earliest possible date. Other great 
maritime nations, including France, Sweden, The Netherlands, 
Britain and Canada, are organizing to employ the airplane to 
supplement their regular steamship operations. Unless Ameri- 
can steamship lines are permitted to do likewise, they will be 
placed at a great disadvantage in the post-war competition for 
Overseas passenger business. 

American domestic airlines are prepared to enter the overseas 
passenger and express cargo business immediately upon the 
cessation of hostilities. It is a well-known fact that foreign 
passenger liners, notably the British, were never converted to 
war as fully as were our own passenger liners, and can be 
restored to normal commercial service at a much earlier date. 
American steamship companies will have no passenger ships for 
months, and perhaps years to come, with which to service the 
trade routes they pioneered over many decades, at the expendi- 
ture of many millions of dollars, and years of endeavor. 

Unless steamship companies are permitted to participate in 
overseas air transport, offering first an air service to their regu- 
lar customers, adding to this the services of surface ships when 
they become available, the steamship companies are likely to 
find themselves out in the cold so far as their traditional pas- 
senger and light cargo operations are concerned. 

Our country must always have passenger steamers as im- 
portant adjuncts to our Navy. Every passenger ship is a 
potential troop carrier. 

At the moment the planning of the construction of new 
passenger vessels is being hampered by uncertainty as to the pos- 
sibility of using air transport to supplement steamship services. 

American steamship lines have built up connections and facili- 
ties which will be of tremendous value for the development of 
American aviation interests. From the standpoint of aviation, 
as well as the steamship business, it would be sheer folly for 
this nation not to take advantage of steamship “ know-how” 


and overseas contacts and facilities to develop our transoceanic 
business. 
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7. Deterrents to private investment in shipping must be mini- 
mized. ‘There is a natural reluctance on the part of investors 
to risk their capital in a business unless they have freedom of 
initiative and judgment in the operation of that business. 
Government restraints and controls, which interfere with such 
freedom of action, should therefore be eliminated or at least 
minimized to the greatest possible extent. It is.inherent in the 
system of private enterprise that the investor who risks his 
money should be given the opportunity to exercise his judg- 
ment in the conduct of the operations which determine earn- 
ing capacity. 

8. Jurisdiction over matters relating to shipping should be 
centralized and clarified. A recent survey shows that shipping 
must deal with one hundred and four different governmental 
agencies, committees and departments. Authority over some 
phases of shipping is either misplaced or divided among two or 
more agencies. 

9. Finally, we must do everything possible to convert the 
present wartime enthusiasm for an adequate American merchant 
marine into practical peacetime support of our merchant fleets. 
“American cargoes for American ships ” must become more than 
a mere slogan. It must become a practical reality if we are 
to succeed in maintaining a sound, privately owned and oper- 
ated American merchant marine in the post-war period. It 
will not be a simple matter to accomplish this objective because 
we all know that, despite patriotic inclinations, shippers will 
be prone to use those shipping services which offer them the 
cheapest and most efficient service. 

In the last analysis, the chances for the maintenance of an 
adequate post-war American merchant marine will depend upon 
our ability to operate with reasonable profits in the keen com- 
petitive fields of both foreign and domestic shipping. 


r 
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REMARKS 


CHAIRMAN LEFFINGWELL: Thank you very much, Mr. Roth, for 
a most interesting picture of the maritime problem. 

Mr. Roth has to go back to Rye to preside over a section which 
is discussing various problems there and if you see him slip out, I know 
you will excuse him, because he has important work to do. 

The next topic is air transportation, and Mr. Pogue, who was gen- 
eral counsel and is now Chairman of the Civil Aeronautics Board, has 
written a paper upon that subject. Mr. Pogue has been unavoidably 
detained in Chicago, where, as you may have learned from the news- 
papers, he has important responsibilities. His paper will be read for 
him by Mr. Russell Adams, Assistant Director of the Economic Bureau 
of the Civil Aeronautics Board. Mr. Adams! 


Mr. Russett Apams: Mr. Pogue had looked forward with the keen- 
est pleasure to being here today. His disappointment came only 
yesterday afternoon. He has asked me, in reading his paper, to ex- 
press to you his deep regret that he could not personally attend this 
meeting and to assure you that only the force of the most unexpected, 
important and unavoidable circumstances has kept him away. 

I should like to supplement that with my own observation that 
the United States delegation to the International Civil Aviation Con- 
ference, which has been in session at Chicago since November 1, simply 
would not, at this important stage in the proceedings, permit Mr. 
Pogue to withdraw even momentarily the contribution which he is 
making as a delegate and as Chairman of the Civil Aeronautics Board 
to that meeting of nearly a thousand representatives from more than 
fifty countries, who are endeavoring to chart the future of interna- 
tional aviation. 

I did not think that anything could have kept Mr. Pogue away from 
your meeting today. I am sure it was accomplished by main force. 
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THE NEXT TEN YEARS IN AIR TRANSPORTATION 


L. WELCH POGUE 
Chairman, Civil Aeronautics Board * 


CONSIDER it an unusual privilege to have the oppor- 
| tunity at this time to discuss air transportation with 
your Academy—a group which for two generations has 
made such a distinguished contribution to the political sciences. 
For over five years now, the world has been torn asunder with 
the passion and destruction of war. We are going to win, and 
the harder we work and fight the sooner it will be. Without 
weakening their efforts to speed that day of victory, it is 
appropriate that men with a high social consciousness and states- 
manlike understanding should meet as you are assembled here 
today to consider the problems of reconstruction and the trends 
of a world at peace. There is no other intelligent way for the 
nation to meet the future. It is at present the best precaution 
which can be taken to insure the establishment and mainte- 
nance of an era in which human values may thrive amid the 
stimulating achievements of modern civilization. 

Aviation, and particularly air transportation, has about it an 
element of romance and glamour. It excites the imagination. 
To become air-borne, although a common experience now, is 
still a fresh victory in the light of the history of mankind and 
his age-old longing to fly. Consequently, the imagination be- 
comes heated when thinking of aviation’s future and people 
misunderstand each other because they do not reduce to definite 
terms the period of the future about which they may be speak- 
ing at the moment. If you had lived in 1835 and had had the 
imagination to foresee the then unbelievable growth of the 
railroads, you might have spoken in a manner to reflect that 
growth as it would appear in 1920. Your contemporaries in 
1835 would have thought you crazy. Much the same problem 
exists with respect to prophecies in aviation. If I were to speak 


* Acknowledgment with thanks is made of the assistance of R. B. Adams 
of the Board’s Staff in the preparation of this paper. 
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as of a century hence about aviation’s development, I might 
shoot either short or over the mark but, in either event, I might 
seem quite fanciful. I prefer, therefore, to talk about a shorter 
period, the ten years immediately following the war. With 
respect to that period there is a present basis for prophecy 
and the developments can be appraised with some realism. 

In making this appraisal, it is not necessary here to go back 
to Kitty Hawk and trace an air transportation history which 
is largely contemporary for all of us; it would be tiring, and, 
in addition, a false emphasis would be placed on a past which 
contains few guides to the future. The fundamental fact with 
respect to air transportation is that it is still new. It has not 
yet found the level of its full economic utility. And in order 
to gauge the growth which we may expect in air transportation, 
it is necessary for us to examine the characteristics of transpor- 
tation itself and the probable reaction of the world to the 
versatile transport facility offered by the airplane. 

We lose the key to an understanding of the future of air 
transportation the moment we forget that travel, together with 
the large-scale interchange of goods, is a purely modern phenom- 
enon created by the modern development of transportation 
facilities. It was not until the decade 1891-1900 that the 
percentage of all the world’s steamer shipping exceeded its 
sailing tonnage; it was not until 1916 that the miles of road 
owned by the railroads in the United States reached their peak; 
and were it not for the war, the number of passenger cars, 
busses and taxis would not yet have reached its peak. 

The whole structure of our modern economic life is built 
upon these recently produced facilities for transportation. 
They constitute the channel through which all the benefits of 
specialized and mass production flow throughout this country 
and the world. The area of economic contact has been widened 
and its frequency increased. Travel about the country and to 
a smaller extent even about the world has been entrenched as 
a new habit of modern civilization. 

Trade and travel have waited until modern times for the 
facilities which would permit their large-scale accomplishment 
with reasonable cost and comfort. At the close of the war, 
air transportation, at many competitive levels of cost and with 
unprecedented comfort and safety, will further expand the 
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trade and travel market. By its global contraction of the ring 
of travel time in transit, air transportation will make a contri- 
bution to national and international life fully as separate and 
distinct and significant as that made by the railroad, the steam- 
ship, or the automobile. 

Something of the scope of the ambitions in air transportation 
can be observed from only a few statistics. At the time of the 
passage of the Civil Aeronautics Act in 1938, our domestic 
air-transportation system was composed of 38,564 route miles, 
serving 237 separate cities in the United States. At a recent 
date there were 55,200 miles of permanently certificated routes, 
serving nearly 400 separate cities. Hundreds of applications 
were on file before the Civil Aeronautics Board for hundreds 
of thousands of miles of new routes. 

Our foreign air-transportation system at the time of the 
passage of the Act consisted of 30,781 route miles. The pres- 
ent total of permanently authorized routes in our foreign air- 
transportation system is 63,001 miles. Applications are on file 
seeking authorizations to operate routes throughout the world. 
The Board has itself proposed for consideration a system of 
world air-transport routes for United States-flag carriers over 
nearly 75,000 additional route miles. 

The American public has been feeding these ambitions with 
patronage. In 1938, the domestic air lines carried 1,197,000 
passengers; in 1941, the figure had more than trebled by 
growing to 3,849,000 passengers. Mail pound miles grew from 
14,900,000,000 in 1938 to 26,250,000,000 in 1941; and express 
pound miles increased from 4,375,000,000 in 1938 to 10,525,- 
000,000 in 1941. 

Current conditions reflect the influence of the war. In May 
1942 nearly half of the equipment of the domestic carriers 
was taken by the Army for military purposes. The route 
mileage which the carriers could operate was greatly curtailed. 
Over the past two years equipment has been gradually returned 
and placed back into service as rapidly as the planes could be 
reconverted for commercial use. Despite the handicap of re- 
duced equipment, the air lines carried nearly 1,900,000,000 
passenger miles for the twelve months ended July 31, 1944, 
compared with 1,400,000,000 passenger miles in 1941; mail 
pound miles for the recent period were 87,500,000,000 com- 
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pared with 26,250,000,000 in 1941; and express pound miles 
had gone up about 21,500,000,000 to 32,000,000,000 pound 
miles. This represents an achievement under great adversity, 
The growth is a capacity growth with the limited number of 
present aircraft, and thousands of passengers and hundreds of 
thousands of pounds of mail and express are removed or refused 
carriage weekly. There is a pent-up demand for air transpor- 
tation. 

This growth in air transportation, taken as an evidence of the 
public response to the ambitions of air transportation, is a par- 
tial indication of the course which post-war developments will 
take. It gives to those in the industry a full confidence in the 
future. The more efficient aircraft of the next few years and 
a sure public response to the rapid trade and travel facilities 
which they will afford throughout the nation and the world 
will combine to make air transportation a major factor in 
future trade and travel. 

Let us examine briefly and one at a time the prospects for 
the development of passenger, mail and cargo carriage by air 
during the ten years following the war. 

In passenger travel, I am satisfied that there will be an en- 
tirely new phenomenon in the travel habits of the nation. The 
change will consist principally in a great increase in long-dis- 
tance travel; it will be by air. When the costs come down, and 
after the war they will, there will be abundantly available for 
the first time a fully attractive low-cost facility to travel long 
distances, and the public response will be as sure and swift as it 
was to the facilities offered by the railroad, the steamship and 
the automobile. The market which these facilities developed 
represents the satisfaction of only a portion of the urge to travel. 
The passenger-mile achievements of these modes of transporta- 
tion represent the’ potential market of air transportation no 
more than the potential market of the railroads was represented 
in the travelers by foot, horseback and stage; no more than the 
possibilities of the steamships were limited to the almost occa- 
sional travelers on the sailing vessels; and no more than the 
scope of automobile travel was limited to the travel appeal of the 
railroads. 

History supports this thesis that a new facility for travel 
creates travel. In the United States in 1880 the average of pas- 
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senger miles per capita on the railroads was 114. In the decade 
1931-1940, estimated passenger miles per capita in the United 
States had reached a yearly average of around 1,650 miles, with 
the automobile accounting for something over 1,400 miles of 
the total. 

Both the railroad and the automobile had satisfied a particular 
appetite for travel. But the appetite to travel long distances in 
a short time at low cost remained unsatisfied. This is the func- 
tion of air transportation. In the decade after the war, rates 
will be much lower than they are now. Coast to coast between 
breakfast and dinner; New York to Chicago, a business appoint- 
ment, and Chicago to New York, in a single day; and New York 
to Boston or Washington in only a matter of minutes—these 
will be the speeds of air transportation. The ten or twelve 
passenger miles per capita by air of the last few years should 
easily rise within the next decade to become fifty and more. 
In 1942, the Civil Aeronautics Board, without the full benefit 
of the widspread acceptance of air transportation during the war, 
made an estimate of 6,000,000,000 passenger miles for 1946. 
I am certain that when equipment becomes available that 
figure will quickly be reached and in time greatly exceeded. 

The same factors of high speed, or reduced travel time, and 
low cost will operate to produce great increases in overseas 
travel. In this field also, as a guide to the possibilities for air 
travel, the development of travel can be keyed strictly to the 
progress made in providing facilities for such travel. In 1820 
probably one United States citizen in every 5,000 of the popu- 
lation took a trip abroad. There was a progressive increase in 
this travel, accelerated tremendously by the development of 
the steamship, until in the decade 1921-1930 about one citizen 
in every 324 of the population took a trip abroad. The aver- 
age yearly number of citizens returning to the United States 
from abroad during the decade 1921-1930 was 352,271. Some- 
time during the ten years following the war, I expect to see the 
overseas travel of our citizens doubled and a major portion of 
the traffic carried by air. 

Such an increase in travel abroad is inevitable; the rough 
estimate which I have given is probably conservative. When 
people can travel as conveniently across the North Atlantic, for 
example, and in as short a space of time as they can now travel 
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by train between New York and Chicago, and when the rates 
are lowered, as they will be, to a level matching the pocket- 
book of the average man, the results are sure to be spectacular, 
The speed and inexpensiveness of air transportation are certain 
to produce a wholly new era of foreign travel. As a matter of 
fact, I expect ultimately to see the developments in foreign 
travel as the result of air transportation even more striking than 
those which were set in motion by the displacement of the sail- 
ing vessel by the steamship. 

Further, in the interest of national and world economic 
development overseas air travel should be encouraged and pro- 
moted in every reasonable way. The importance of travel ex- 
penditures in the world’s business merits the most careful study 
by both economists and statesmen. J. Parker Van Zandt, in his 
recent Brookings Institution book, Civil Aviation and Peace, 
has made a noteworthy appraisal of the importance which mass 
overseas air travel could assume in the post-war world economy. 
On the basis of his analysis, he points out that “ If by intelligent 
merchandising we can develop a travel volume of some 4 million 
United States oversea passenger trips a year, we may reasonably 
expect to transfer to other countries [through traveler expendi- 
tures abroad] about a billion dollars annually which they can 
use to purchase American exports and to service their financial 
obligations.” That is a potential force in the post-war world 
which cannot be overlooked or treated lightly! It is a poten- 
tial force also in our domestic economy. As the author later 
points out, the creation and servicing of this large overseas 
travel development could represent “an aircraft market, in- 
cluding spare parts and accessory equipment, somewhere in 
the neighborhood of a billion dollars,” and “‘ create opportunities 
for countless returning pilots, mechanics, and other military 
personnel.” 

With respect to mail, I consider it to be a very natural step 
in the United States for all first-class mail which can thereby 
be expedited to be carried by air. It has been historically the 
policy of postal establishments throughout the world to use the 
fastest available means of transportation in the carriage of mail. 
This has been a consistent policy of our own efficient Post Office 
Department. What arguments can stand against the weight 
of social and economic advantages accruing from a postal system 
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in which mail dropped in a mailbox at New York for any point 
in the United States will receive next-day delivery? The public 
demand for this expedition of our social and business corre- 
spondence will be too strong to withstand any resistance for very 
long. And we shall no sooner become accustomed to this 
speed in the handling of our letter mail than an air parcel post 
and the carriage of our news magazines and national daily news- 
papers by air will seem to be a second natural step. Indeed, 
why should the public not have the benefits of these services? 

In the international field we must certainly carry all our 
mail by air. The advantage of turning weeks in transit time 
to at most only a few days in the carriage of our international 
social and business correspondence is an attraction which it will 
be impossible to resist. And again, why should it be resisted? 
I should like to point out in this connection that if in our inter- 
national postal service we were to dispatch only all our letter 
mail by air, the average load each day on world air routes could 
be well over five hundred pounds; if we were to add to that the 
prints and parcel post, an average daily load of over eight 
thousand pounds of mail and cargo could be provided. This 
fact alone and of itself should be sufficient to spur us to adopt 
as a national policy the dispatch of all our foreign mail and 
prints and parcel post by air. 

History repeats itself. Let us turn to air cargo and look for 
promised proof again of this old adage. Edward A. Mosley, 
Secretary of the Interstate Commerce Commission, writing in 
1895, said: “‘ As late as 1850 there seems to have been little 
conception of the influence which the railways were to wield 
in the development of the interstate traffic of this great country, 
and of the country itself. It was thought that they could not 
successfully compete with waterways and canals, except where 
a speedy carriage was essential.” If we substitute a modern 
date, airlines for railways, and railways for waterways and 
canals, we have something of the general view which today is 
taken of the possibilities of air cargo. 

The very great possibilities of air cargo have for a long time 
now been the subject of widespread discussion. I have pre- 
dicted that by the end of the ten years following the war it 
is probable that the annual revenue from air cargo will exceed 
that received from passengers. In other words, I believe that 
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the airlines, like the railroads, started off as carriers of passengers 
and will develop into large carriers of cargo. My belief in 
this fundamental development in air transportation has always 
been predicated upon the conviction that air cargo rates will 
come down. They are, as a matter of fact, coming down in 
advance of the time which I had anticipated. A recent tariff 
filed by one of the air carriers indicates that certain rates ranging 
from 31.5 cents to 65.1 cents per ton mile have been established; 
these rates produce an average of about 45.8 cents per ton mile 
as compared to the average per ton mile rate of about 71.5 cents 
in air express service. The freight commodity rates on fresh 
fruits and vegetables average about 26.6 cents per ton mile, 
and on newspapers about 36.5 cerits per ton mile; these are to 
be compared with the 71.5 cents per ton mile applicable to all 
commodities in air express service. In the decade after the war, 
I expect to see other reductions and rates come down to around 
15 cents a ton mile, pressing slowly downward from that point. 

Even these much lower rates for air cargo, however, will not 
imperil the heavy commodity shipments made at the still much 
lower rates of rail and ocean shipping. By what fantastic logic 
is it that people assume that the airplane is going to drive the 
surface shipping companies out of business? It is quite erro- 
neous to assume that a maximum level of business activity has 
been attained, that surface transportation can expand only at 
the expense of suppressing air transportation, or that air transpor- 
tation can expand only at the expense of pilfering from or 
destroying surface transportation. Undoubtedly air transpor- 
tation will affect profoundly the passenger business of surface 
transport, but I am one of those who anticipate an increase in 
bulk cargo business because of the introduction into the rela- 
tions of mankind of the new facility for doing business provided 
by air transportation. 

As air transportation produces opportunities for wider and 
more frequent business contacts, more business will be done. 
If, for example, a manufacturer of ice boxes in Chicago can 
send his salesmen and his trouble shooters to a market in South 
Africa and back in the course of a few days, ice boxes will be 
sold in South Africa. If they can be shipped to South Africa 
by steamship at three or four mills per ton mile, where will 
be the inducement or the economic sense of shipping by air at 


[152] 


a 
0 


No. 2] AIR TRANSPORTATION 25 


a good many cents per ton mile? The airplane will be a carrier 
of cargo, but it will also in its swift carriage of business men 
and mail provide a stimulant to the increased bulk cargo of 
surface transport. 

Studies which are being made now indicate that the oppor- 
tunities for air cargo in both the domestic and international 
fields in the carriage of products which now find their way into 
commerce are greater than those anticipated even a short time 
ago. The advantage which will be taken of these opportu- 
nities, together with the development of new business as the 
result of the carriage of products which hitherto could not 
find their way into commerce because of the remoteness of 
the region in which the products were produced, or because of 
their perishability, will combine to produce an air cargo business 
which will become an important factor in distribution. 

These, I believe, are some of the possibilities in the future 
of air transport. While I am not unmindful of the problems 
which will be presented during the course of the developments, 
Iam confident that they will be solved by the same engineering 
genius and the same administrative ability which have marked 
the development and growth of air transportation in the last 
forty years. The problems of ten years ago probably looked 
insoluble to the pessimists looking ten years ahead. Today, 
those problems have been solved and all but the things which 
their solution taught us have been forgotten. We are using 
our experiences to press forward to the solution of new problems, 
bringing even greater results in development. 

And let us not fear international air transportation. The 
security of nations is not jeopardized in the flight of civil air- 
craft over civil airways, Military secrets are not learned in 
this manner—at least the Japanese did not need to employ 
this method to make a successful attack upon Pearl Harbor. 

Let us open the door of opportunity for the development of 
air transportation—domestic and international. We shall find 
that a network of world airways will have a tendency to pro- 
duce throughout the world unifying political and economic 
influences similar to those which the railroads produced in the 
development of the United States. There will arise a new 
strength in internationalism because of the facility which will 
exist for the development of internationalism. 
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Just as we are sometimes prone to lose sight of the fact that 
transportation is a modern phenomenon, we are sometimes likely 
to forget that there is a parallel newness in the ideal of inter- 
nationalism. As a matter of fact, the word itself did not 
appear in print until 1877, only three years before the organ- 
ization of your Academy. The development of the theory of 
internationalism, as a form of economic and political existence 
in a world which has been brought close together by the facil- 
ities of transportation, has made tremendous progress, despite 
the interruption of two world wars. We are all hopeful that 
out of this war perhaps conclusive steps in the direction of a 
workable internationalism can be taken. I believe we are nearer 
the attainment of this goal now than ever before. I believe 
that is largely due to the close neighborliness, the increasingly 
widened social and economic contacts which will be developed 
in the world by air transportation. 

Air transportation can become the political, economic and 
social instrument of an internationalism with new power and 
promise. Used by a people freed from provincial concepts of 
the world, the free growth of air transportation holds forth new 
promises in the development of world civilization. 

In closing, let us go beyond the ten-year period following 
the end of the war. Let me free myself from this earlier 
restriction. If we should undertake to use a mental periscope 
to provide ourselves with a glimpse at the long-range future 
in aviation’s growth, I am confident that a most exciting scene 
would lie spread out before us. In aviation’s future I include 
all those developments which will come out of the aeronau- 
tical sciences. 

What we have seen and what we know today may well be 
as nothing when compared to what will one day be available to 
us. Designs, power plants, weather forecasting, the application 
of electronics in its enormous range of usefulness, and the use 
of not only many other existing techniques, but also of those 
still to be discovered, point with sureness to the time when the 
aeronautical sciences will indeed have worked a revolution—a 
bloodless revolution all to the good—in the economic, social, 
cultural and political relationships of mankind. 

Many other inventions have had a great impact upon civil- 
ization. We have had the benefit of them all, but it took trans- 
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portation to make our great country homogeneous and closely 
knit. If we could look through our intellectual periscope a 
century hence, I feel sure that we would see there a new and 
far better world; it would be a world more closely knit, with 
all people benefiting by the best which has been developed 
in every quarter of the world. We would see humanity many 
steps onward in its march toward that more sensible goal of 
permanently peaceful human relationships. This is the goal 
which the common man throughout the world has in his heart. 
Despite temporary deviations, this is the goal which something 
within us tells us is our sure destiny. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN LEFFINGWELL: Thank you very much, Mr. Adams. 
We are indebted to Mr. Pogue, also, for this very interesting paper. 

As we have listened to the first speakers, we have gotten a con- 
ception in our minds of an enormously busy people tearing around 
at great speed in ships and planes. Now, why are they going to 
be tearing around? I hope it will be to do business. They are going 
to do business, if business can be made profitable, and we have the 
answer, I am sure, in the next paper. 

Our next speaker has been an efficient tax gatherer, he is an able 
tax reformer, he is a brilliant lawyer, he is a partner in my old law 
firm—Former Under Secretary of the Treasury, Mr. Roswell Magill! 
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BUSINESS EXPANSION AND THE TAX STRUCTURE 


ROSWELL MAGILL 


Professor of Law, Columbia University 
Former Under Secretary of the Treasury 


OUPLING two topics in the title assumes that they 
belong together; that there is an existing or hoped- 
for integration of them. Indeed, it is pretty generally 

agreed today that we must have full employment after the war; 
and that to obtain it we will need to expand business above 
pre-war levels. We want the tax structure to contribute to 
business expansion, or, at least, not to hamper it. That idea 
certainly was not so widely accepted before the war. Then 
the emphasis was rather upon the control or the manipulation 
of business activity. Tax laws were frequently used as pre- 
ventive or punitive measures,’ quite apart from their revenue- 
raising function. The war brought another turn of the screw. 
For four or five years, the emphasis has been upon raising as 
much as possible of the vast sums of money needed to finance 
first defensive and then offensive military operations, without 
completely dislocating our economic structure.” The goal has 
been to raise around half of the total expenditures by taxation; 
not to stimulate business activity, but to drain off, by normal 
taxes, excess profits taxes and renegotiation, all but a very 
moderate return. ‘There has not been much concern, on the 
part of either Congress or the Treasury or even the taxpayer, 
about the impact or effect of taxes, imposed at higher rates than 
ever before. We have all been clear that the money has to be 


1 Consider, for example, the provisions for the taxation of the income of 
revocable trusts (Int. Rev. Code Sec. 166) ; of personal holding corporations 
(Sec. 500 et seq.) ; of corporations improperly accumulating surplus (Sec. 
102). 


2In fiscal 1942, federal expenditures were nearly $34 billions; revenues 
were $12.6 billions. In fiscal 1943, the respective amounts were $70.6 billions 
and $22 billions; in fiscal 1944, $95.1 billions and $43.6 billions. Ten years 
previously, in fiscal 1935, the figures were, respectively, $0.7 billions and 
$3.7 billions. Thus revenues collected at the end of the period were more 
than 11 times collections at the beginning. 
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raised, that the war must be won, and that it is better to expend 
equipment, even expensive equipment, than the lives of our sons. 

When the war is over, the situation will be quite different. 
The federal government will not need to spend nearly so much 
money, but the budget will still greatly exceed our expenditures 
during the thirties. After the post-war transition period, in- 
escapable expenditures will perhaps run around $15 billions, and 
the average budget may range between $15 and $20 billions.* 
That is far more money than was raised by the federal govern- 
ment in any year before the war.* To raise it without stifling 
business activity, at a time when the feverish demands of war 
are over, when millions of men are returning home to be em- 
ployed, when cancellations follow cutbacks, and reconversion 
is the order of the day, will be a major feat in fiscal engineering. 
Certainly the best hope of balancing the federal budget with 
taxes we can afford to pay lies in the possession of a great 
national income. If we have business expansion and full 
employment, we can raise the necessary revenue without dis- 
rupting our economy. Active business and moderate tax rates 
are a much better prescription than moderate business and high 
tax rates. 

Should it be an obligation of the tax structure to produce 
business expansion? A few years ago we heard much about 
incentive taxation, and perhaps we shall now hear of it again. 
Should the post-war tax structure be consciously directed to 
promoting employment, by providing, for example, credits 
or reduced rates of tax if more men are employed than were 
employed during some base period? At first blush, such a 
proposal is appealing, if it is directed toward some end we deem 
desirable. But how determine a suitable base period and how 
adjust for the variations in the myriad of individual and 
corporate businesses? To devise a fair tax system which 


’The Postwar Federal Tax Plan of the Committee for Economic Develop- 
ment regards $16 to $18 billions of federal expenditures as a basic minimum. 
The Twin Cities Plan contemplates $18 billions as a “ realistic, conservative 
calculation”. The National Planning Association (Ruml and Sonne) as- 
sumes $18 billions of federal expenditures. 


‘The largest revenue receipts during the thirties were collected in 1938, 


$5.6 billions. In 1041, $7.7 billions were collected. See note 2 for the 
later years. 
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will produce the great volume of revenue we will need 
is no simple task. To require the system also to carry the 
freight of social or economic objectives may well cause failure 
in the primary task of revenue collection. On the whole, it 
seems wiser to use the tax system primarily for the purpose of 
raising revenue; and to accomplish other desired results through 
legislation framed for the specific purpose. On the other hand, 
it is reasonable to ask that the tax system should not hamper 
business; that the laws should be carefully drawn neither to 
prevent nor to compel particular forms of corporate financing 
or other business or social transactions. Tolls should be levied 
at an even rate at the bridge over the river and at the tunnel 
under it. The choice of the highway should turn on other 
considerations than the differing rates of tax. 

Are we too bold if we try to outline a program of tax policy 
for an intelligent and realistic Secretary of the Treasury? First 
on his list should come, I believe, an overhauling of the tax 
laws of general application, notably the individual and cor- 
porate income taxes, in the interests of greater simplicity and 
fairness. Experts differ on the extent to which tax laws can 
ever be simplified, pointing out that business structures and 
business transactions to which they apply are highly compli- 
cated. By the same token, however, it ought to be possible 
to make intelligible the provisions generally applicable to the 
ordinary events of the life of the ordinary citizen.> It is 
surely possible to advance the purpose, undertaken in 1928, of 
collecting in one place in the law the sections of general appli- 
cation; of codifying and simplifying their language as much as 
possible; and of segregating in later chapters and titles of the 
law the tax provisions applicable to more complicated situations. 
As a part of this process, the draftsmen ought to clear away 
some of the elaborate fretwork of qualifications, conditions and 
minutiae, designed to ensnare the one-tenth of one per cent of 
individual taxpayers who are up to little tricks. These snares 
may once have been advisable. But today the whole current 
of judicial philosophy is to apply the general provisions of the 

5See Roy Blough, “ Problems of Postwar Federal Tax Policy”, Pro- 
ceedings, National Tax Association, Sept. 12, 1944; Blough, “ Simplification 
of Corporate Tax Structure”, Proceedings, American Institute of Account- 
ants, Oct. 19, 1944. 
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law to the particular case and the particular taxpayer, if the 
transaction is within the general spirit of the taxing provisions. 
The Supreme Court did not need a special subsection, in order 
to hold a husband taxable on the income of a five-year trust 
for his wife.® It did not need special provisions to prevent tax 
escape by the assignment of income.’ It is quite equal to 
protecting the Treasury from the ravages of an incorporated 
yacht.® 
Public attention is normally focused on the rates and on the 
tax return forms, not on the substantive provisions of the 
laws. The rates are bound to vary from year to year; 
but there is no occasion for recurrent changes in the fun- 
damental structure. Indeed, we have so fully experimented 
with opposing theories of taxation in the last twenty years 
that we should certainly be able now to select and adopt 
with some assurance not only a settled tax policy, but even a 
set of tax provisions to express it, designed to remain in effect 
for at least a decade. It is almost incredible that business has 
flourished at all in the past ten years, when, in so many years, 
transactions were necessarily completed in the first part of the 
year with full knowledge that they might very well be taxed 
under sections unknown and not yet adopted. Business ex- 
pansion would surely be greatly aided by stability and certainty 
in fiscal affairs. There is no apparent reason why such a simple 
assurance could not be provided by Congress and the Treasury. 
The Secretary’s second aim should be the best possible ad- 
ministration of the Bureau of Internai Revenue. Long strides 
have been made in the direction of better administration, 
through decentralizing many of its activities, and endeavor- 
ing to build up the revenue service with career men. More 
needs to be done. Even comparatively modest salary increases, 
particularly for heads of divisions, and a regular practice of 
filling top positions with men from the ranks, coupled with 
present security of tenure, would help greatly in building 
up the staff. Again, reasonableness, intelligence and patience 


6 Helvering v. Clifford, 309 U. S. 331 (1940). 


TLucas v. Earl, 281 U. S. 111 (1930); Helvering v. Horst, 311 U. S. 
112 (1940) ; Helvering v. Eubank, 311 U. S. 122 (1940). 


SBut cf. Sec. 502, Int. Rev. Code. 
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on the part of Bureau agents and officials in dealing with tax- 
payers need always to be emphasized. The internal revenue 
agent is not merely a watchdog for the Treasury; he sits in 
judgment on many a taxpayer’s case which will never reach a 
higher court. He must be encouraged to exercise whatever 
judicial qualities he has. Finally, it has been said that “a good 
administrative officer is one who decides promptly and is some- 
times right.” Strange as it may seem, promptness in disposing 
of a tax case is nearly as important as correctness in the decision. 

Finally, the Secretary’s goal should be mine of seven years ago 
—to balance the budget; and to balance it by taxes that will 
permit our economy to function efficiently. We have not 
balanced our budget for fourteen years. Our tremendous public 
debt need not be a sword of Damocles, if we evidence by our 
federal tax system that we Have the strength of character, as 
well as the actual revenue legislation, to pay our expenses as 
we go, including the service and gradual retirement of the debt. 

I shall not speak in detail of federal expenditures. Suffice it 
to say that we should, so far as possible, limit our expenditures 
to essentials. Essential expenditures, including interest on a 
great public debt, the maintenance of an increased military 
establishment, and the ordinary requirements of the civil depart- 
ments, may well be double the normal annual outlay during the 
thirties. Taxes, particularly at high rates, are a brake on activ- 
ity and incentive. To reduce the brake to a minimum and to 
give enterprise an adequate opportunity to function vigorously, 
we should make a strong effort to reduce expenditures promptly 
and to keep them down. Government and citizens will have a 
grave choice to make after the war: more government activities, 
with the corollary of higher tax rates and restrictions on private 
enterprise; or government activities restricted to essentials, with 
the corollary of lower tax rates and greater expansion of 
private enterprise. 

We have demonstrated in the war that we have tremendous 
productive capacity. Our citizens have also shown that in a 
good cause they will bear without complaint higher taxes than 
we have known before. After the war, we must mobilize in 
the field of political and fiscal science organizing ability of the 
sort we have manifested in the field of production: so to relate 
the tax system to our enterprise system that our productive 
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plants will function actively, our national income will be large, 
and therefore the funds for the necessary activities of the fed- 
eral government will be produced. 

What are the broad outlines of such a tax system? Doubt- 
less it will still be desirable to collect about three fourths of 
the revenues from the income tax, corporate and individual. 
The income tax is not only a powerful fiscal engine; it can 
take better account than other taxes of the relative abilities to 
pay of the citizens who pay it. The other quarter of the federal 
revenues can properly be raised by the standard excises on liquor 
and tobacco, and enough others to insure reasonable stability 
in federal collections. 

The principal tax which would hobble business expansion 
after the war is the excess profits tax. The definition of excess 
profits operates in practice to discourage the young and grow- 
ing enterprise, and to favor the well-established corporation, 
even the one which has passed its peak and is declining. Since 
we want particularly to encourage business growth, repeal 
of the excess profits tax immediately after the war is essential. 
Indeed, business would gain by the advance adoption of a 
repealer, effective at some designated future date. 

A second feature of present federal taxes requiring a prompt 
remedy is the double tax on corporate dividends. Present legis- 
lation promotes the issuance of bonds and debentures, interest 
on which is deductible by the corporation; and discourages the 
use of stock for financing, since dividends thereon are not 
deductible. Moreover, to the extent that common stockholders 
bear the burden of taxes on the corporation, the present scheme 
of taxing corporations is completely unrelated to personal abil- 
ity to pay. An era of business expansion with greater attention 
to tax equity demands that the issuance of, and investment 
in, common stock be made at least as feasible as bond financing. 
The simplest method of accomplishing this result is to return 
to the plan adopted in the infancy of our income tax—subject 
corporate incomes to a normal tax at a rate as nearly identical 
to the individual rate as possible, and free dividends from the 
normal tax to individual recipients. In this way, corporate 
income would bear a fair burden, and since dividends would 
be subject to surtaxes which would vary with the stockholder’s 
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individual income, the total tax would completely accord with 
Capacity to pay. 

The normal rate of tax on individual and corporate income 
will need to be high in comparison with pre-war days, but it 
can be reduced from present levels, if federal expenditures are 
restricted to essentials. After a transition period in which the 
corporate rate might be reduced from 40 to 30 per cent, and 
the individual from 23 to 20 per cent, they might be set at 25 
and 20 per cent, respectively. Withholding should be retained 
as an efficient means of collecting the tax from the great mass 
of wage- and salary-earners. The surtaxes should be reduced, 
in the interests of encouraging the accumulation and the use 
of venture capital. Finally, we may all recognize some day 
that it would be simpler, and about as equitable, to raise the 
income tax exemptions somewhat, and to collect a general sales 
tax at a five per cent rate, rather than to retain the present 
meager exemptions and to attempt to collect an income tax 
from 40 million taxpayers. Moreover, the sales tax would 
bring a needed element of stability to the revenue system. 

In conclusion, it must be evident that my ideas of a tax 
structure to promote business expansion rest upon pretty 
simple fundamental premises. In my judgment, these funda- 
mentals are much more important than elaborate special pro- 
visions. The tax structure should be stable, so that a business 
man and a citizen can depend with some certainty year after 
year upon this major item of his costs. It should be reason- 
ably and efficiently administered. It should provide enough 
revenue to balance federal expenditures and to pay down the 
debt. Finally, it must be demonstrably fair, with its require- 
ments as clearly and plainly expressed as good draftsmanship 
can provide. 

The tax system cannot bring about prosperity or a great 
national income. Active business with its corollary of full 
employment has that task to perform. But a badly designed 
tax system can handicap and shackle business, so that business 
expansion is difficult or impossible. Business needs only a fair 
field and no favor. A tax program such as I have outlined 
generally here will give business men and citizens alike a fair 
chance to achieve the good life that our inventive genius and 
our productive organization have made possible for all of us. 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN LEFFINGWELL: Ladies and gentlemen, I am sure you 
will agree that I did not issue a fraudulent prospectus for Mr. Magill. 

We have had speakers this morning who have carried us up into 
the air, along the surface of the sea, and down into the bowels of the 
earth, where tax experts invent ways to pay for it all. Strangely 
enough, though they say the law is a jealous mistress, all the speakers 
so far, including your Chairman, are, among other things, lawyers— 
escaped lawyers perhaps, but lawyers. 

The next speaker is not, so far as I know, a lawyer, though he 
is every other kind of an expert that I can think of. He will speak 
about “Raw Material Prices and Controls”. In appearance he is 
an elder statesman but, in fact, juvenile—a wise man who knows 
more about most things than most of us know about anything. I 
have the pleasure of introducing Mr. Herbert Feis. 
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RAW MATERIAL PRICES AND CONTROLS 


HERBERT FEIS 
Formerly Adviser on International Economic Affairs, Department of State 


I 


WO strong tidal rivers run through this raw material 

i field—that of want and that of oversupply. If there 

were economic harmony throughout the world, these 

would merge tranquilly in satisfying fulfilment. But usually 

they have not done so. Many peoples have not been able to 

secure the supplies they sought, while producers have been 

familiar with poverty and uncertain fortunes. I propose to 
discuss whether and how this can be avoided in the future. 


II 


The search for adequate supply established itself as a con- 
troversial international question as a demand for “ access to raw 
materials”. Some of its expressions were unsullied and justi- 
fied protests by industrious and capable peoples against the 
boundaries which history shaped and the restrictions on trade 
which governments imposed; others were reflections of the plight 
of huge populations, miserably equipped for production, trying 
to live off scanty resources; while the most vocal were cries of 
resentment against more favorably located lands against whom 
designs for conquest were being matured. 

The quality of the question became debased during the thirties 
by the conduct of its leading exponents—Germany, Italy and 
Japan. This search of these countries for greater supplies of 
raw materials and foodstuffs gradually transformed itself into 
a demand for the means of building enormous military establish- 
ments to hurl against the rest of the world. Such was the half- 
guilt that was prevalent, and so deep was the wish to believe that 
war would not come again that we long hesitated to put the 
true interpretation upon these demands. At the time of their 
choice, these three countries appointed cannon as their spokes- 
men. 


[164] 


No. 2] RAW MATERIAL PRICES AND CONTROLS 37 


No matter how adequate supplies may be in the future, they 
can never be sufficient to fill all the requirements of voracious 
competitive military programs; and should the world be bur- 
dened by such programs in the future, the problem of need will 
never be banished. A very few countries, like the United States 
and the Soviet Union, might be able to maintain military forces 
of unlimited dimensions without seriously depriving themselves 
of the means of satisfactory living, but other nations will not be 
able to do so. 

It is imperative that all peacefully inclined and industrious 
peoples find it easier to satisfy their needs than in the past. 
Total supplies must be increased and they must be more satis- 
factorily shared. 

All countries, after the war, will be hard bent upon the 
improvement of their standard of living and the extension of 
industrialization. These require greater supplies of foodstuffs, 
clothing, and building materials and industrial raw materials. 
Clamorous claims will emerge everywhere, from countries like 
India and China which contrast their misery with life as seen 
in countries like the United States; from mature industrial 
countries like Great Britain, France and Belgium whose require- 
ments of adequate supplies will be essential for the reéstablish- 
ment of their economic life and the maintenance of their place 
in the world; from many of the younger countries, such as the 
larger Latin American Republics, which pulse with eagerness 
to enlarge their manufacturing activity. 

Such will be the components of the prospective demand for 
adequate supplies on satisfactory terms, and each claimant will 
be quick to blame others, rather than itself, for any difficulties 
that may be encountered. For the conviction has grown that 
a sufficiency is within the grasp of all. Every moving picture 
that issues from Hollywood, every advertisement sent out by 
the manufacturer of tractors, every glowing essay that appears 
in the Moscow press is an incitement to this belief. 

Where do the obstacles to its realization lie? They are not 
apt to arise to any significant extent from direct hindrances 
to the international movement of supply into the hands of 
those who can pay. Peacetime supplies of foodstuffs and raw 
materials, no matter where produced, tend to become available 
to all peoples on the same terms. Restraints and discrimina- 
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tions, while provocative and usually injurious, have been of 
relatively little importance; and I should not expect them to be 
of greater importance in the future if there is a fair assurance 
of prolonged peace. 

The obstacles lie rather in the general field of production 
and trade. Countries remain in want for foodstuffs and raw 
materials because they can neither produce enough themselves 
nor secure enough by trade with others. Correct those 
deficiencies and the question of want will disappear. 

I realize that I am only locating the obvious. But there 
is a new pleasure in doing so—for the obvious may be moving 
into the sphere of the attainable. Granted peace, every country 
in the world will be in a better position to satisfy its needs 
from its own resources and working effort than ever before, as 
a consequence of new forms, methods and types of production 
and transport. 

I will not enter into a recital of the multiple ways in which 
the increased power of production manifests itself. An evening 
spent with the sober studies of the Department of Agriculture, 
Bureau of Mines, or even the Statistical Abstract leaves a star- 
tling sense of a future where farmers will no longer be defeated 
by fatigue, by pests, by wrong selection of crops, by weather, 
by drought, or by floods; good but dry lands will be made 
irrigable; good but wet lands will be drained; remote lands 
will become accessible; hidden oil deposits will be discovered; 
heavy ores will be cheaply mined and moved; new rich yielding 
plants will create a new fund of production; new metals, like 
magnesium and aluminum, will pour forth in volume, along 
with the new synthetic products. The war has given new 
indication of the fact that, with the exception of some minerals 
close to exhaustion, it may be easier to increase supply than to 
curtail it. 

These are possibilities that all countries can, to some extent, 
bring to realization. But not merely by wishing; they require 
much capital, expert knowledge and systematic application— 
and not only by few but by many. Thus it may be noted, by 
way of digression, that while they provide a promise of great 
improvement everywhere, the difference in the relative situation 
of those countries that are well supplied with capital and effec- 
tively trained in the new methods of production and of coun- 
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tries which lack these advantages, may become greater, not less. 
The impulse toward productive growth and the power to achieve 
it flow out of a few great centers—like the United States— 
whose destiny it becomes to revolutionize the world’s working 
effort and return therefrom. Whether we shall gain therefrom 
peace and friendship, or simply stir restless rivalry and resent- 
ment, will be the great test of the size of our own and others’ 
natures. 

Even though all countries make skillful and industrious use of 
their new productive opportunities, none will be able to satisfy 
all its important wants from its own production, and most 
will have to rely on procuring from others a great variety of 
raw materials they cannot produce, or only produce most dis- 
advantageously. The countries that possess large resources and 
ample supplies of capital can make the most effective use of their 
working effort by trading with others; the countries that lack 
these elements of productivity must trade with others to obtain 
essential supplies of raw materials and the equipment for making 
domestic production more effective — which, in turn, would 
improve their trading capacity. 

Less than in past times would persistence of shortages tend 
to reflect the penury of nature or the ineffectiveness of human 
effort; they would relate more decisively to the ability or will- 
ingness of independent national states, in concert, to distribute 
their productive activity in such a way as to permit each other 
to thrive. If trade is harshly burdened and restrained, bitter- 
ness about access to supply is certain to infect the future. 


Ill 


In the immediate post-war years, the movement of raw ma- 
terials and foodstuffs from the countries that produce surpluses 
to those that need them will have certain temporary abnormal 
characteristics. The countries whose holdings of gold, dollar 
and sterling balances have been greatly enlarged during war (for 
example, the European neutrals, India, the Latin American 
Republics) will be able to satisfy their demand far more effec- 
tively than before. Others whose wealth and external assets 
have been destroyed or drained by war, and whose requirements 
will be imperative, as, for example, Great Britain, will be in a 
worsened position. ‘They present a need for financial aid of an 
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emergency character—to which I have little doubt we will in 
reasonable measure respond if the political omens are favorable, 

A worrisome problem of correct timing of the flow of our 
aid and investment is to be anticipated. Prospectively in the 
first, say, two years after the war, our producers of foodstuffs 
and raw materials—in many, if not all branches—will find full 
employment for their energies on satisfactory terms. The 
demands of many foreign countries will, as I have just observed, 
be unusually intense and unusually effective because of their 
possession of the dollar assets that they have not been able to 
spend during the war; simultaneously, through Lend-Lease or 
otherwise, we shall be assisting the less favorably situated coun- 
tries. If no precaution is taken, events may repeat the cycle 
of “‘ boom and bust ” that occurred after the last war. When 
war-born accumulations of dollar purchasing power have been 
reduced and reconquered lands have been returned to produc- 
tion, and emergency financial programs lapse, will there be 
purchasers for the great flow of American exports that will have 
been sustained? The only avenues of escape from this dilemma 
would appear to lie in the possibility of greatly increased 
American imports and use of foreign sources, and in reserving 
the flow of American long-term foreign investment for the 
time when it may serve as a balancing element. 


IV 


This trend of thought leads the mind to the reverse side of 
the raw material and foodstuff situation — the plight of the 
producers, especially in those branches that are largely dependent 
upon external markets. The aim of the producers in every 
country is to retain or improve their economic place and 
position. They are eager to use their full productive powers, 
but on their own terms. 

The only chance of achieving this lies in the possibility of a 
great permanent enlargement of effective demand closely 
balanced with the flow of each of the multitude of products. 
This would bring sustained employment to the producers, make 
great shifts in productive activity unnecessary, and dispel the 
need for any measures of regulation or control. It is a con- 
summation devoutly to be wished. It is the path of growth in 
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improving economic welfare. It is the natural balance of which 
economists dream. 

But if I appraise correctly the productive significance of the 
new knowledge, new machines, and the new sources of supply, 
the outflow of many raw material and foodstuff products may 
tend (once the great needs left behind by war are satisfied and 
reconquered lands returned to production) characteristically to 
exceed the quantities for which there will be effective demand at 
prices that will be deemed satisfactory. The support and en- 
couragement of national governments eager to avoid dislocations 
and responsive to group demands will augment this tendency. 
Furthermore, in the absence of regulatory measures, it is prob- 
able that great fluctuations of prices and stocks that have 
occurred in the past will repeat themselves. 

Should tendencies of this sort appear, what course should 
policy follow? There are many who believe the only satis- 
factory course would be to accept the dislocations as the price 
of progress, resist the demand and permit the processes of com- 
petition, national and international, to have their full and 
conclusive consequences. This would require national govern- 
ments to abstain from all actions that moderate or supplant 
competition, whether domestic or foreign; to permit prices and 
incomes of their producers to decline to the level determined by 
the market; and to find satisfactory occupation for the human 
beings who lost in the battle. Producers would not easily give 
up—experience shows. Each would strive to stay in the ring as 
long as he had the means of doing so, or a glimpse of hope that 
circumstances might turn or governments come to his rescue. 

A policy of this kind might be possible and justified if the 
dislocations are not serious and prolonged, and if alternative 
uses for men and resources were easily available. Otherwise it 
would not be. Even now national legislation in all the countries 
which are large-scale producers of foodstuffs and raw materials 
provides minimum guaranteed returns for producers, protection 
against external competition, and funds wherewith better to 
struggle for available markets. In the better conceived na- 
tional programs such measures are accompanied or supplemented 
by others designed gradually to redirect production into fields 
where effective demand is sufficient and growing. The poorer 
expedients rest on a faith that chance will provide a solution, or 
that the budget can eternally bear the burden. 
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In the event that future supplies of many raw materials and 
foodstuffs prove to be greatly in excess of acceptable demand, 
purely national programs and efforts at adjustment would be 
inadequate and unsatisfactory. They would cause the retention 
of trade restrictions, stimulate currency depreciation, incite 
export rivalries, and mean great instability in price. The few 
countries which derived most of their supplies from abroad 
might benefit from the struggle among the others; but even 
this is doubtful. 

The mind is led to search for stabilizing and reconciling 
international measures—though recognizing, first, that there 
can be none so satisfactory as an harmonious growth in effective 
demand for all that may be produced and, second, that pro- 
ducers in these fields can enjoy steady employment and pros- 
perity only if producers in other fields likewise do so. 

There are three types of measures in this field worth con- 
sideration: first, the so-called buffer stock plan; second, supply 
regulation plan; and third, the international pooling of supplies 
or stocks. I shall comment on only the first two of these, for 
time is short and the third proposal would take us into remote 
conjecture as to the willingness of nations to share their wealth. 
This, in substantial measure, has been done as between the chief 
fighting United Nations in the course of the war under the 
direction of the Combined Boards. But during this period there 
was no problem of unemployment to be reckoned with and the 
participants were prepared to discard financial considerations. 
With a plea that the experience and performance of the Com- 
bined Boards during this war receive reflective and sympathetic 
consideration, especially as an instrument for distributing and 
increasing the flow of any products that may be in short supply, 
I pass on to the other two. 

The conception of the buffer stock plan is that governments 
should jointly act to purchase products when in such ample 
supply that they are depressing markets; and to sell products 
when they are in such short supply that their price is increasing 
greatly. It is conceived that this buying and selling would bea 
means of stabilizing both prices and the flow of income to 
producers, while simultaneously adjusting supply to effective 
demand. As expressed by the Chairman of the British Dele- 
gation to the United Nations Conference on Food and Agricul- 
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ture, the program “should aim at combining a short period 
stabilization of prices with a long period price policy which 
balances supply and demand and allows a steady rate of 
expansion to the more efficient producers. It should be possible 
to achieve these aims through variations in the price at which the 
authority controlling the buffer stock is a buyer and seller.” 

In the conceptions that have been advanced by the technicians 
the authorities in charge of the buffer stock operation would 
modify the basic price range which they strove to maintain 
as necessary to keep the market stable; they would lower it when 
faced with a persistent excess of supply (thereby avoiding the 
accumulation of unmanageable surpluses), and would increase 
it when they wished to call forth greater supply. 

There may be a few commodity situations in which this 
method of price stabilization could be safely and effectively 
employed without any accompanying regulatory measures. 
However, as a general method, I believe it would result in 
failure. Among the several reasons for this judgment, the most 
compelling one arises from the probability that the controlling 
authority would almost inevitably find itself subject to the 
dictation of the producing interests in the various countries. 
Characteristically, it would always be forced to maintain prices 
that would enable the less efficient producers in each competing 
country to survive, and the less efficient among the competing 
countries (or rather those with the higher money costs of pro- 
duction). If a country believed that prices maintained would 
injure its position, it would stay outside the plan and take ad- 
vantage of it. If these anticipations are correct, buffer stock 
plans, by themselves, would stimulate supply to outrun effective 
demand; and barring the possibility of sustained great military 
requirements, the burden of absorption placed upon the plan 
would tend to become unsupportable. Thus, as a general 
method, I believe any buffer stock program, by itself, to be 
inadvisable. It might prove satisfactory as a short-term 
instrument for graduating the liquidation of a few abnormal and 
particular surpluses that may exist immediately at the end 
of the war. 

Analysis is led, thus, to concern itself with possible arrange- 
ments for the regulation and adjustment of production (or 
alternately, according to the position of the country in relation 


[171] 


| 
| 


44 SHAPING THE ECONOMIC FUTURE [VoL. XXI 


to the commodity, of stocks or exports). Many of us are 
familiar with and have pondered over the various international 
supply regulation plans that are, or have been, in existence— 
such as the agreements on rubber and tin, tea, coffee and sugar. 
Agreements of this type, if formulated and directed with long- 
sighted moderation, have important potential merits. They 
could have the merit of effectiveness; that is, they could bring 
about an adjustment of supply and effective demand in a toler- 
ably satisfactory and stabilizing fashion. They could reduce 
the arc of price change between good times and bad and lessen 
the minor changes of more ordinary periods. They could soften 
the friction between competing producers of different countries 
in external markets, lessen the demand each makes upon its 
national government for assistance in the struggle, and relax the 
drive to secure exclusive opportunity. Finally, they could 
operate effectively without placing burdens on public budgets, 

These are all hypothetical possibilities, nothing more; but as 
such they justify careful consideration of the use of international 
supply regulation plans, when a need for concerted action clearly 
displays itself, when the alternative is marked depression for pro- 
ducers, on clearly forecast irregularity of prices and envenomed 
competition for markets. 

Many dangers and difficulties will be encountered in the use 
of such plans. It would be regrettable if they were used per- 
manently to dam back the swelling volume of useful raw 
materials and foodstuffs that the world is now in a position to 
produce; to keep the world, as it were, permanently on rations. 
Any such outcome would mean, in essence, that countries agreed 
to remain the poorer, because they were unable to agree upon 
terms of shifting about their productive effort so that they 
might all be richer. 

Supply regulation plans can be, and usually in the past have 
been, used to secure too favorable prices and income receipts for, 
at any rate, the more efficient producers. This burdens con- 
sumers and, at times, restricts employment. Such plans can 
also operate to discourage the emergence of new and more effi- 
cient sources of supply, thereby, again, being unfair to the 
consumer and unjust to the country whose development is 
checked. In short, they may degenerate into selfish, semi- 
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monopolistic controls that neither satisfy wants on fair terms 
nor stimulate economic growth. 

Such possible faults in operation indicate that if supply regu- 
lation plans are to have a place in international economic 
arrangements they must be public instruments, not private 
accords among producers. None should be entered into with- 
out the consent and codperation of the producers affected; and 
usually it would prove advisable to grant the producers con- 
siderable initiative and responsibility in the formulation, and 
even the negotiation, of the program. But all arrangements 
should be subject to government approval, accountable to gov- 
ernment for operations and subject to ultimate government 
control. Only in these ways could there be sufficient assurance 
of striving to serve the public interest. 

Furthermore, in both the negotiation and the operation of 
each agreement, the governments of the importing countries 
should have influential representation. This would be necessary 
to assure that the price aims that governed recognized the 
buyers’ needs, did not restrict production or supply too rigor- 
ously, and did not suppress firmly new sources of supply. Con- 
sideration might be given to the possibility of providing that 
if, on several successive occasions, representatives of consuming 
countries condemned the decisions of the regulating authority, 
the plan should be terminated. 

The construction of any arrangements of the type suggested 
would require the successful reconciliation of two very complex 
sets of human relationships; and might prove impossible. It 
would require, first, that bargains be struck and mutual con- 
fidence established between supplying countries eager to get 
large income from their sales and purchasing countries eager 
to get their supplies at the lowest possible cost. Suspicion and 
quick seizure of every turn of circumstance by every party 
have been the rule in this relationship. These could be con- 
verted into one of trustful codperation only if the producing 
countries accord importance to amplifying the employment 
possibilities of large sales at low prices and accept the fact that 
the buying world is entitled to secure its supplies, in general, 
from the cheapest sources; while, in their turn, buying countries 
recognize that they also suffer from vast fluctuations in prices, 
and that their export trade is also injured if the producers of 
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foodstuffs and raw materials in other countries are depressed or 
suffer extremely abrupt dislocations. Such is the area of mutual 
interest, out of which agreement would have to be won. 

The second delicate set of relationships would lie between the 
private producers and the government. In those commodity 
fields in which a country produces a surplus for export, inter- 
national supply regulation plans would usually, though not 
always, involve some form of governmental regulation or re- 
striction of exports, stocks, or production, or some combination 
of the three. This restraint might be light and easily tolerable 
or it might be rigorous and confining; it would differ in each 
instance. 

Whatever its form and measure, it will be regarded in many 
quarters merely as regimentation or the forced prevention of 
useful production, or both. Events would justify such a 
criticism of the policy if the policies followed hampered the 
freedom of producers injuriously rather than constructively, 
or substantially curtailed the volume of production that could 
find a decent and natural market. But otherwise the criticism 
would be apt to yield to experience. 

Opposition to any form or measure of governmental regu- 
lation of supply has sometimes been most vigorously expressed by 
those who are not ready to permit the forces of competition, 
national and international, to work themselves out to the bitter 
end. Often, the demand for complete freedom is in reality 
an assertion of the right of all producers to produce as much as 
possible at a price guaranteed to them by some form of govern- 
ment action. 

The actual alternative to concerted international action would 
not be, in most cases, that of permitting the producers un- 
hindered and without special assistance to sort themselves out 
by the test of competition, national and international, it would 
be a battle between protected and subsidized producers in dif- 
ferent countries to widen their foreign markets. When and 
as such policies as these prevailed in many lands, bitter and dis- 
turbing international clashes would occur. 

Judgment in this matter must take account of the fact that 
while the technique of production changes with great rapidity, 
producers cling fast and hard to their occupations and their 
investments, and national governments are increasingly given 
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to fight the battles of their producers. The actual choice may 
often be between some form of an only half-satisfactory inter- 
national regulation program and a series of disorderly, competi- 
tive and disturbing national programs which bring neither 
stability nor enlarged trade. Our policy cannot be the virgin 
child of theory or desire. It must be conceived in contact with 
the whole outside world. 

In the past, the races of men have suffered for the lack of 
the means to nourish their bodies and clothe their dreams. They 
have now come into possession of the knowledge and instru- 
ments by which, with patient and peaceful labor, they should 
be able to do so. It would be a tragedy if they failed because 
they could not agree upon satisfactory arrangements for the 
distribution of their working effort and the terms whereby they 
served one another. We must learn to engineer a tranquil 
merger of the streams of want and abundant supply. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN LEFFINGWELL: Thank you very much, Mr. Feis. 

Ladies and gentlemen, the next address concerns “ International 
Business Codperation and Cartels”. The speaker is professor of 
economics in New York University and chairman of its Department of 
Economics—Mr. Myron Watkins! 
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INTERNATIONAL BUSINESS COOPERATION AND 
CARTELS 


MYRON W. WATKINS 
Professor of Economics, New York University 


N°: being a preacher, either by profession or in dis- 


guise, I will not deliver a sermon. Nevertheless, 

clergymen have some good habits! Among them 
is one which I admire and will follow. It is that of weaving 
a disquisition around a text. My text this morning is from 
Herodotus, a profound seer and a great historian. He is re- 
counting the exploits of some Carthaginian mariners. It is a 
tale which he has heard told, and which he credits enough 
to include it in his chronicles without the confidential aside 
expressing incredulity, which he usually inserts in such 
circumstances. 

“There is a place, they say, where men dwell beyond the 
pillars of Hercules; to this they come and unload their cargo; 
then having laid it out orderly on the beach, they return aboard 
ship and light a smoking fire. The natives see the smoke and 
coming to the coast they deposit gold on the sands to pay 
for the cargo, and withdraw away from the shore, leaving the 
wares unmolested. Then the Carthaginians disembark and 
examine the gold; if it seems to them a fair price for their 
cargo, they take it and go their ways. But if not, they again 
retire to their ship and wait; whereupon the natives come back 
and add more gold, until the mariners are satisfied.” 

Thus far, the main point of the story would seem to be that 
in international trade, at least as primitively conducted, while 
there may be mutual advantages, there are certainly great 
advantages on one side. For the arrangements were admirably 
adapted to insure the complete satisfaction of the exporting 
country! But Herodotus adds a sentence which reveals his 
characteristic Hellenic concern with the ethics quite as much 
as with the economics of the transaction, though whether the 
observation is to be taken as a part of authentic history, I leave 
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it for you to judge. These are his concluding words: “ Herein 
neither party defrauds the other; the Carthaginians do not lay 
hands on the gold till it matches the value of their cargo; nor 
do the natives touch the cargo till the mariners have taken 
the gold.” 

Herodotus does not tell of what the cargo consisted that the 
Carthaginians were wont to exchange with the natives of the 
district we may assume to have been the African Gold Coast. 
Nor does he reveal by what process or according to what stand- 
ard they arrived at a definite conception of “a fair price for 
their cargo”. We know only that they were exchanging 
“wares” for gold, and that the ratio of the two in the 
“market” was determined by the sellers—the natives having 
to pile on more gold, as he says, “until the mariners are 
satisfied.” 

In these circumstances, while I would be disinclined to go 
along with Herodotus, all the way, to the conclusion that 
“herein neither party defrauds the other”, it does seem to me 
significant that Herodotus should have found these expeditions 
worthy of note, at all. Why were they so, to him? I take it 
that what struck this worldly-wise Greek as strange and note- 
worthy about the incident was that trade should be carried on 
voluntarily and amicably between peoples of remote regions 
with, apparently, mutual satisfaction and, inferentially, mutual 
benefit. 

Up to this period, and in the part of the world with which 
the Greeks were familiar, international economic exchange had 
been conducted on the principle of “take and keep”. Here 
was, so far as I am aware, the first recorded account of inter- 
national trade in accordance with the principle of “ give and 
take”, which was already by way of becoming the settled rule 
governing domestic economic intercourse within “ polite” or 
“ civilized ” communities. But between them and outsiders, 
whether “‘ barbarians” in the broad Hellenic sense or only in 
the narrower Veblenian sense, if there was any rule which could 
be said to have governed their exchange relationships it was 
“ possession is ten points of the law.” 

So much was this the case that the Greeks found difficulty, 
even as late as the fifth century, in distinguishing piracy from 
Overseas trade. In fact, for them, one word sufficed to denote 


[177] 


50 SHAPING THE ECONOMIC FUTURE [Vor. XXI 


either occupation! So far as the “ Medes and Persians” are 
concerned, their proclivity for periodic marauding raids on their 
neighbors, or indeed on anyone possessing a full granary, are 
well known and well attested. Likewise, the recurrent voyages 
of the Egyptians to the half-mythical land of Punt were well- 
organized plundering expeditions, animated by a keen sense of 
the advantage in obtaining “‘ something for nothing ”. 

What the Father of History was recording, thus, was a quite 
remarkable innovation. It was the beginning of an experiment: 
the conduct of international trade through private initiative 
and voluntary negotiation. Thus was inaugurated the free 
private enterprise system based upon the principle of give and 
take in the economic intercourse between politically and ethni- 
cally distinct and geographically separated groups. It repre- 
sented a sharp break from the traditional system of free-booting 
predation, based upon the principle of take and keep. We may 
for convenience follow the current alphabetical vogue and 
abbreviate the free private enterprise system to F.P.E. and the 
free-booting predation system to F.B.P. 

Considering the volume of water which has flowed over the 
dam since the fifth century B.C., it is somewhat singular that 
we find the issue still unsettled today between the merits of the 
F.P.E. system and the F.B.P. system. For the F.B.P. system 
did not forthwith fold up and disappear, immediately the 
Carthaginians discovered the advantages of the F.P.E. system 
and Herodotus proclaimed its practicability. The former has, 
in fact, persisted right down to the present day. It has survived 
in two forms or on two planes: one openly and aboveboard, 
the other deviously and under the pretension of being what it 
is not. It is plain that the method of organizing the Greater 
East Asian Co-prosperity Sphere is no other than that of the 
F.B.P. system which the Medes and Persians used so long and 
so effectively. Nor would casuistry avail to distinguish, in 
essentials, the Nazi-inspired New Economic Order in Europe 
from the long succession of its forerunners, stretching from 
the days of the Roman proconsular system, through those of 
buccaneering on the Spanish Main, to nineteenth-century 
colonial administration. 

It is not in this guise, however, the guise of fascist-sponsored 
programs of continental domination and economic exploitation, 
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that the persistence in our time of the F.B.P. system is of most 
interest. For in this guise there is no danger of its contempo- 
tary resurgence not being recognized or of its import being 
misunderstood. We are on the warpath now, in fact, to demon- 
strate once more that a nationalistically organized system of 
F.B.P. does not pay, will not work; and the progress of our 
arms attests to the abiding truth, the basic premise of political 
economy, that those who seek something for nothing are pur- 
suing a delusion. 

It is in the disguise of an F.B.P. system as an F.P.E. system 
that the persistence of the former, even to the present day, most 
merits our attention. The subversion of what passes for an 
F.P.E. system by fastening upon it special privileges, by one 
device or another, incompatible with the tenet of freedom of 
enterprise is not a new stratagem. It will be recalled that in 
dealing with the African Gold Coast natives the Carthaginian 
ship occupied the position of a single seller. It was only in 
virtue of the self-restraint exhibited by (or at any rate imputed 
to) the Carthaginian captain that Herodotus could find ground 
for his conclusion that “neither party defrauds the other”. 
But long experience has taught us that self-restraint is an in- 
adequate safeguard against overreaching in trade. Good faith 
in the execution of contracts, honesty in the description of 
goods, fair dealing in transactions may be observed by most 
men. But the exceptions are sufficiently numerous and the 
lapses sufficiently frequent that legal restraints are imposed to 
supplement those of custom and of conscience, lest deviations 
from the norm jeopardize community interests. An F.P.E. 
system can operate, economically and equitably, only within 
the limits of, and subject to the standards set by, rule of law. 

In the domestic, internal trade of a cohesive group, or as 
we would now say within a national economy, the imperative 
need of the intervention of the magistrate to sanction and 
vindicate the respective rights of buyers and sellers in the 
market place, if an F.P.E. system is to function in a salutary 
fashion, has been recognized for centuries. True, there have 
been differences of opinion upon the best policy for the magis- 
trate to pursue, the directions and limits of the legal regulation 
of market behavior. Tempora mutantur nos et mutamur.... 
In medieval society, with all men tied by bonds of piety in the 
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common brotherhood of a universal church, autonomous guilds 
might be tolerated. The artisans who were the contemporary 
business men (in local manufacture and trade) might make the 
rules to govern their own practice—within limits. For they 
were subject to the standards of “just price” and “ honest 
measure ” which had behind them not only the ultimate author- 
ity of the Church but the abiding conviction that “I am my 
brother’s keeper.” Today there are no such safeguards against 
the abuse of privilege. And so it is that, in democratic so- 
cieties, where the common welfare is recognized as paramount 
to the interest of any special group or favored class, “ self- 
government in industry ”, which is to say the concerted control 
of output and prices by those on one side of the market, the 
sellers alone, is frowned upon. We do not trust to the self- 
restraint of those who have it within their power to manipulate 
prices and regulate output in their own private interest. If, 
for any reason, experience shows that it is impossible or in- 
expedient to maintain freedom of entry and forthright com- 
petition in a particular branch of industry, those permitted to 
operate in that sphere are treated as public utilities and their 
investment, operating and pricing policies regulated by public 
authority. 

In international trade, however, there is an hiatus. There is 
no common rule of law (applicable to business entities, as dis- 
tinct from political entities) extending beyond or across the 
boundaries of sovereign states. From the time of the Cartha- 
ginians up to fairly recent times this was of comparatively 
slight moment. The bulk of the goods forming the substance 
of international exchanges comprised luxuries such as gems, 
precious metals, silk, spices, frankincense and myrrh, the avail- 
ability and prices of which were matters of little or no concern 
to the common run of men. Latterly, however, with the great 
technical advances facilitating transport and communication 
and the changes wrought in production processes by the ma- 
chine technique and applied chemistry, there has developed an 
economic interdependence between widely separated regions, 
and in particular between the temperate and tropical zones, 
which makes the mode of functioning of the processes of inter- 
national exchange a vital factor conditioning the well-being 
of common men everywhere. 
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Coincident with these technical advances and the attendant 
changes in the compass of settled economic relationships, which 
make it legitimate to speak of a world economy, there has 
occurred a transformation in industrial organization whereby 
larger and larger aggregates of productive resources of all kinds, 
human and non-human, are marshaled into single integrated 
units operating under a unitary command. The extremely 
specialized nature of many of the component elements of these 
large-scale, integrated enterprises and the far-flung scope of their 
operations, making flexibility in adjustment to changing con- 
ditions of demand and supply difficult, if not impossible, un- 
doubtedly encourage efforts to abate the mounting risks. Since 
many of these risks either derive from or are aggravated by 
competition, its elmination appears expedient to the harassed 
enterprisers. At the same time the reduction in number, with 
the growth in size, of suppliers facilitates such maneuvers. In 
acertain sense, the burgeoning of the international cartel move- 
ment in recent decades may be explained in terms of these 
factors prompting the business men concerned to seek security 
(at whatever cost of opportunity, not only for themselves, but 
also for others) in the midst of cumulatively mounting risks 
of technological obsolescence and shifts in consumer preference. 

In some degree, also, developments in this direction have un- 
questionably been fostered by the increasing uncertainties con- 
cerning the terms and conditions of access to particular markets, 
uncertainties stemming from the institution of a wide range 
of autarchic devices under the spur of rampant nationalism. 
From this standpoint one might, with some justice, interpret 
the cartel movement as an Herculean effort to counteract the 
disintegrative forces set in train in the world economy by na- 
tionalistic (autarchic) interventionism. But of course the cartel 
movement between the two World Wars was more than this, 
far more. With few exceptions it has been offensive even more 
than defensive, more predatory than prudential. What the 
“ cartelizers ”” have sought has been not so much to checkmate 
nationalistic economic “ planning ”, as to introduce their own 
brand of “planning”. The evidence of this is simple and 
conclusive: cartel agreements without exception are aimed at 
restriction of trade, precisely as are the nationalistic policies 
which look toward local self-sufficiency. The motivation and 
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the techniques are different, but from the standpoint of the 
functioning of a world economy the economic consequences are 
indistinguishable. In both cases, special interests are preferred 
to, given precedence over, the general interest. 

And if more concrete evidence be desired that, in the cir. 
cumstances given, the international cartel movement is, to use 
an apt term current among business cycle analysts, self- 
generating, i. e., not dependent upon the stimulus supplied by 
divergent autarchic policies pursued in many different countries, 
it is available in abundance. To cite only two typical cases, 
there was something besides defense against politically inspired 
trade barriers behind the arrangements whereby imports to this 
country of tungsten carbide were excluded by private, indeed 
secret, cartel agreement resulting in an advance in the domestic 
price from around $200 to over $400 per pound at a time 
when the general price level was falling. The nature of that 
“something else” behind this price movement may be readily 
deduced from the circumstances that when, under the exigencies 
of war, it became imperative to increase the output of tool steel 
and the cartel restrictions were removed by antitrust proceed- 
ings, the price promptly dropped to less than $100 per pound 
and the supply, instead of disappearing, multiplied! Similarly, 
it requires something more than an hypothesis of business de- 
fense against tariff constriction of markets to account for the 
phenomenon of a cartel-protected price discrimination in 
domestic sales of methyl methacrylate molding powders where- 
by dental laboratories using them for making dentures are 
charged over $20 per pound when industrial users (with a 
choice of alternative plastic materials) are being supplied iden- 
tical powders at $2 per pound. 

Nevertheless, an international cartel per se does not represent 
a usurpation of the powers and functions of any recognized 
custodian of the public interest, though it may abet such 
usurpation by its members within their respective market 
domains. Its compass transcends the jurisdiction of any duly 
constituted public authority. It occupies otherwise unoccupied 
territory. Cartel rules and restrictive regulations may be con- 
ceived as the development of “ private law” (in the sense of 
legislation by private parties) in default of the extension of 
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public law to a compass coeval with the range of settled eco- 
nomic intercourse. The growth of the area of vital commercial 
and technical interdependence in the past half-century has 
outstripped the development of a government competent to 
provide what is indispensable for the fruitful functioning of 
any economy worthy of the name, and above all of an F.P.E. 
economy, namely, a common law. Cartels have filled the gap. 
The situation is in some respects analogous to the development 
in the late medieval period of the lex mercatoria, with its special 
tribunals (pied poudre courts), for regulating the relations 
inter se of merchants the scope of whose affairs had outgrown 
the “ realm ” of any duly constituted (civic) authority. Ina 
similar fashion, somewhat later, admiralty law was developed. 

Two things are plain, alike from experience in other historical 
eras and from contemporary experience. A widening scope of 
economic intercourse and business relationships must be matched 
by an expansion of recognized legal jurisdiction, else the interests 
left unregulated, “free to shift for themselves”, will supply 
their own “ rationalized” procedures and norms of behavior. 
But it is equally plain that no society will tolerate for long 
private lawmaking. ‘‘ Man is a political animal.” He may, 
as in Germany has happened more than once, and as has not 
been unknown in Anglo-Saxon countries, by an occasional lapse 
permit the “state”, the machinery of lawmaking and law 
enforcement, to be diverted from guardianship and promotion 
of the common welfare to the service of some special interest. 
But what he cannot brook is defiance of the forms of law, a 
pretension that any group or interest is “ above ” or “ outside ” 
the law. Eventually the law merchant was incorporated in the 
common law, it should not be forgotten. And eventually the 
producer interests which have led self-constituted business 
groups to presume to fix the terms of admission to, and the 
standards of behavior in, world markets and to divide the trade 
“equitably ” among themselves will be subdued to the public 
interest. ‘‘ Rationalizing” producer interests without con- 
sulting consumer interests simply does not make sense. If there 
is to be international economic rationalization, public policy, 
like love, “‘ will find a way.” | 

And this leads me, if I have not already trespassed upon the 
time of others, to some concluding reflections upon the alter- 
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natives of policy which lie open to us. Many programs for 
dealing with these thorny issues are being pressed upon our at- 
tention. But as I promised at the outset I shall eschew homi- 
letics. I am not ashamed to confess that that course requires, 
for me, no unwonted self-restraint. For, despite the alluring 
prospects held out by the proponents of the several different 
pathways into the promised land, I cannot keep out of mind 
the meager success men have had thus far, even within the 
confines of politically united and socially homogeneous groups, 
in devising economic programs that reconcile all the varied 
demands which free men make upon a conventional way of life. 
In particular, the perennial conflict between the interests of 
security and those of opportunity, between the need for dis- 
cipline and the aspiration for freedom, does not seem to me to 
be susceptible of composition by any facile expedient. 

My concluding comments will be concerned, therefore, simply 
with a general conspectus of the issue and a survey of the im- 
plications of the major alternatives worthy of contemplation. 
In the first place, I take it upon the basis of historical experience 
that we may as well fix our mind upon the prospect of a long- 
run development in the direction of international solidarity. 
Whether we like it or not we live in one world, and we shall 
have to learn to govern ourselves accordingly. In the second 
place, within that developing framework of a world-wide com- 
munity we can strive, if we choose, for a deliberately planned, 
closely articulated process of economic provisionment. Inter- 
national cartels, along with domestic industrial monopolies, 
might be accepted and regulated. That would mean that we 
should have a duly constituted public authority determining, 
ultimately, how much of each particular commodity should be 
produced, where it might be disposed of, and at what price. 
Nor could effective regulation well end there. The authority 
would perforce, in order to implement its price and output 
decisions, have to determine the directions of investment and 
the occupational distribution of the human agents in the pro- 
ductive process. In sum, it would have to undertake the basic 
economic task of allocating resources among their infinitely 
varied potential alternative applications, and it would have to 
do this with no better criterion, so far as I can see, of what the 
public interest requires, specifically and in the concrete, than 
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the honest personal judgment of the officials to whom the 
responsibility might be entrusted. I cannot forbear observing 
that the premium on bigotry, in such circumstances, would be 
inordinately high. 

In effect, a development along this line would represent a 
reversion to a “use and wont ” similar to that of medieval eco- 
nomic society. In those days economic policy was based upon 
the conception that at bottom the secular world was a chaos 
and men could not be depended upon “ to look out for them- 
selves”. There was a prevailing distrust of the capacity of 
individuals to work independently and at the same time to work 
together. Only through the maintenance of status or the 
deliberate and concerted establishment of fixed duties, privi- 
leges and terms of exchange could a well-ordered economic 
system be maintained. The basic conception was that “every 
man has his place”, and in that place he must “stay put”. 
It is in that direction, I submit, that a society would tend 
again to develop, once it embarked upon a “ planned” program 
of economic codrdination and integration. We shall only de- 
ceive ourselves if we “ blink ” these implications. 

In the third place, we can strive, if we choose, for the 
maintenance of a spontaneously activated, self-directing, self- 
adjusting international economic order. That would involve, 
as few seem to realize, the acceptance of public responsibility 
for the maintenance of the conditions essential for the salutary 
functioning of competitive markets. Cartels would perforce 
be proscribed. But to assure healthy competition and freedom 
of opportunity in international trade more would be required 
than the extirpation of special privilege and the suppression of 
unchecked unilateral control of any market. It requires a 
positive program, not in displacement of private discretion in 
economic affairs, but to assure its democratic realization. It 
requires the establishment of socially defensible standards of 
business conduct, alike in respect of employment policy, output 
policy, pricing policy and financial administration. It requires, 
too, the provision of adequate enforcement machinery, including 
appropriate means for the prompt vindication of private rights 
infringed and redress of interests impaired by deviation from 
those standards. It may even require, in the public interest, 
the imposition of fixed limits, adjusted to the varying technical 
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requirements of different fields of industry, upon the size and 
range of operation of corporate enterprise and perhaps, as well, 
upon the scale of inheritance. Again, it may well require the 
institution of fiduciary public administration of the common 
utilities serving all the ordinary processes of manufacture and 
trade: money and credit, transportation, communication, power 
and light. These are not only natural monopolies. They are 
public functions. 

Whichever course we take, we shall not escape a full measure 
of perplexing difficulties and vexing disappointments. If we 
take the High Road of freedom and adventure, we are certain 
to encounter along its circuitous route many ups and downs, 
and it will require not only a large reserve of good will but 
the utmost fortitude and resolution to get through. If we take 
the Low Road of authority and discipline, more direct though 
it be, we shall somehow have to negotiate the quagmire of 
bureaucratic red tape and get by the hummocks of Procrustean 
officialdom. The going, in either case, will be rough and the 
ordeal tough. 

There is one route, however, which we will do well to avoid. 
It is frequently proposed, now, that, in effect, we have our cake 
and eat it, too. The idea is to sanction private international 
cartels and yet at the same time retain, forsooth, a free private 
enterprise system. But an F.P.E. and an F.B.P. system will not 
mix. Herodotus may or may not have perceived that. We 
know it now. Free private enterprise is either competitive or 
it is not free. You cannot fix quotas for those who are already 
engaged in a trade or industry, giving them a vested interest 
therein, without excluding from the field those who may wish 
to seek there their livelihood or fortune. Thereby you deprive 
the latter of freedom of opportunity. 

Nevertheless we are being earnestly urged nowadays to 
provide for the recognition and licensed operation of cartels 
. and to set up some sort of international supervisory body to 
which cartel directors would be in a formal way amenable but 
which would exercise primarily consultative functions. It seems 
to be assumed that supervision would need be no more than 
perfunctory. One gains the impression that it is contemplated 
that it will suffice to protect the public interest merely to require 
cartels to file their agreements with a central bureau, perhaps 
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even periodically report their operations, and “ consult ” with 
these officials in formulating their price lists, production schedules 
and investment programs. These punctilios being, in general, 
scrupulously observed, an occasional “ recommendation ” by the 
bureau will do the rest. In practice, it will not have much to 
do beyond keeping a firm grasp on the scepter of its authority. 
Like the King of England, it will wear the crown but it will 
not be expected to get mixed up in the actual business of 
governing the realm. 

But if there is one thing we should have learned above all 
others in the perennial problem of policing the channels of 
trade, it is that pretentious facades of authority are worse than 
no authority at all. We shall never solve the problem of har- 
nessing the driving force of business in the service of the com- 
munity by stretching gossamer strands of discipline over its 
shoulders and around its flanks. Sham devices should be 
spelled out. They are shambles. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN LEFFINGWELL: Thank you very much, Mr. Watkins, 
for your scholarly address. 

Ladies and gentlemen, the time is twenty minutes to one. Those 
of you who would like to stop a minute or two and make remarks or 
ask questions from the floor will be very welcome. Three of the speak- 
ers are still here. The speakers for the air and the sea had to go to 
their destinations in Chicago and Rye, but.I am sure those who are 
still here would be glad to attempt to answer your questions and all 
of us would be glad to listen to any remarks, provided they are brief. 


In the absence of questions or remarks, I conclude that hunger 
of body is greater than hunger of mind at this stage, and I declare 
the meeting adjourned. 
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PART II 


HUMAN READJUSTMENTS 


INTRODUCTION * 


ROBERT M. MaciVER, Presiding 
Lieber Professor of Political Philosophy and Sociology, Columbia University 


HIS morning the Academy’s session was devoted to 
economic readjustments. This afternoon the topic is 
““Human Readjustments”. That shows how economics 

is advancing. According to reports, there was a time when an 
economist talked about economic readjustments and did not 
have another session on the human readjustments that go with 


the economic. In those days, if they ever existed, economics 
was not quite so fortunate and not quite so helpful. It is only 
when we take the economic readjustments with the human 
that we are going to get anywhere as economists. 

It seems to me that the program for this afternoon is very 
well arranged, because there are four outstanding questions of 
readjustment—human readjustments that will face us following 
the war—and each of these four has its place on this program. 

I shall not delay you. I shall call upon the first speaker, Dr. 
Leo Wolman, who will take for his subject, “‘ Readjusting the 
Working Population”. Dr. Wolman! 


* Opening remarks at the Second Session of the Annual Meeting. 
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READJUSTING THE WORKING POPULATION 


LEO WOLMAN 
Professor of Economics, Columbia University 


HE problem of readjusting the American working popu- 
T lation after the war, expressed in numerical or statistical 
terms, appears incapable of solution. The figures, 
themselves, are fabulous. Compared to a labor force of, say, 
54 millions in 1940, we now have a labor force of 53 millions 
and 12 millions in the armed forces, a total of 65 millions. In 
place of some 7 millions unemployed in 1940, we have in 1944 
something less than 1 million out of work. The number of 
women in the work force has increased by close to 5 million 
since 1940. Large numbers of over-age and retired men and 
women have gone back to work. Millions of young people, 
enlisting in the armed forces or employed in war industries, 
have stopped or postponed their schooling. 

Within the work force the movement of the employed popu- 
lation has been equally striking. Factory employment has 
grown at an unparalleled rate, as a new labor force, amounting 
to millions of people, was recruited to build ships, planes, tanks 
and guns. War industries expanded, while the production of 
civilian goods ceased, was arrested or declined. New industrial 
centers were created; and old, abandoned ones were revived. 
Factory employment, between 1940 and 1944, increased from 
roughly 11 to roughly 16 millions, having declined by a million 
during the last year. Employment in aircraft production rose 
from roughly 100,000 in 1940 to 1,300,000, in 1943; in ship- 
building, during a similar period, from 200,000 to 1,700,000. 

These figures, and many more like them, suggest a problem 
of apparently impossible magnitude. If they are compared, as 
some statisticians have compared them, with the state of things 
in 1939 or 1940, the task of absorbing applicants for employ- 
ment into jobs or of transferring tens of thousands from one 
region or industry to another, or from the armed forces into 
industry, seems all the more impossible. If peacetime employ- 
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ment of the late 1930’s is projected into the future, as some 
statisticians have ventured to do, then the arithmetic of the 
current labor force leaves nothing to look forward to but an 
army of unemployed estimated at 8, 10, 12 or even more millions, 

Computations and prognostications centering on estimates 
of the national income in war and peace produce an equally 
doleful picture of the days to come. The contrast between a 
national income in peacetime running from $70 to $80 billions 
and a national income in wartime running from $140 to 
$160 billions a year—all carefully corrected for changes in 
prices, the efficiency of labor and capital, and the measurable 
economic consequences of converting from automobiles, re- 
frigerators and electric ironing machines to tanks, antiaircraft 
guns and airplane engines, and back again—makes the future 
look black indeed. Accepting this kind of arithmetic, and the 
reasoning which lies behind it, leaves nothing for this country 
to do after the war but to embark upon a wholesale reorgani- 
zation of its economic system, replacing existing arrangements 
and ways of doing business with others based upon entirely 
different purposes and principles. 

Before we accept such drastic remedies, perhaps we should 
question the validity of the prognosis. Is the forecast of the 
opportunities for employment a mere matter of arithmetic? 
Or does it involve insight into the processes which make for 
expanding or declining employment, which produce stagnation 
or activity, which place obstacles in the way of industrial ex- 
pansion or facilitate and promote it? 

The figures, themselves, tell us very little about a host of 
questions, which must be answered, or at least explored, before 
we can undertake to assess the future. How many of the 
women currently in the labor force will elect to remain there? 
How many of the young, and of what ages, contemplate re- 
turning to educational institutions? How large a permanent 
army and navy will we have after the war? What provision 
will be made for the retention of a fraction, more or less con- 
siderable, of our war industries? And, above all, what political 
and economic policies, among the numerous alternatives before 
this country, are calculated most effectively to ease the transition 
from war to peace and to support the more enduring forces of 
economic recovery? 
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No one should expect to find categorical answers to these 
questions. They can be dealt with only in terms of probabilities, 
strong or weak. Any attempt to answer them presupposes some 
yiew as to what makes an economic order work most smoothly 
and what interferes with the most effective performance of its 
functions. Issues of this kind can be illuminated by relevant 
bodies of statistical data, which at the least suggest, within wide 
margins of error, the general order of magnitude of the problem, 
but they cannot be disposed of by such means. 

A first step in appraising the course of events after the war 
would seem to involve much speculating about the post-war era. 
When we engage in this intellectual enterprise, we are sure to 
be struck by the fact that the period of post-war adjustment 
is likely to be a long, and perhaps an arduous, one. It will 
probably also be one which passes through a series of successive 
phases, caused by objective events, such as the dates of the 
termination of the German and Japanese wars, the character of 
the economic and political settlements of the peace, the arrange- 
ments decided upon for carrying on international trade, and the 
numerous decisions bearing on domestic policies of the United 
States and other countries. 

This, anyhow, was what happened after the last war. In 
those years there was no fixed pattern into which the post-war 
economy of this country could be neatly fitted. The first 
eighteen months after the war constituted a period of speculative 
boom. This was followed, 1920-21, by a violent depression or 
liquidation, which turned out to be much briefer than most 
people had anticipated. The recovery, begun in 1922, lasted 
until and through much of the year, 1929, and broke a good 
many of the records of economic history. Though they may 
be described as such, these were not a series of separate and un- 
related episodes. They were tied together by policies, private 
and public, international and local. It may be said that the 
developments in each phase of these twelve years of post-war 
history played a great part in generating the achievements and 
problems of the next phase and in shaping the general course 
of economic events. 

It is already possible to distinguish similar phases which we 
are likely to encounter in the aftermath of the second World 
War. This is not to say that we have reason to expect a literal 
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repetition of past history. But, allowing for great differences 
in the size of the problems produced by this war and the extent 
of essential readjustments, the fact remains that the passage 
from war to peace will this time raise much the same questions 
we had been forced to meet before, much as ideas about how 
to,solve them have meanwhile changed. Now, as in 1919, we 
face the problems of reconciling wartime prices and wages to the 
requirements of a civilian economy, of finding an adequate 
substitute for the government as the leading spender and con- 
sumer of the products of industry, of absorbing a gigantic public 
debt, of devising the means to lift civilian production above 
the level of war output. 

For the years immediately following the end of the war, 
almost every one agrees that the outlook is bright. Shortages 
of things people want and need will have been accumulating 
in large volume for close to five years. If we trust the available 
estimates of savings and liquid assets or even if we subject 
them to a liberal discount, individuals and business will not for 
some time lack the capacity to buy and pay. Unemployment 
insurance reserves, a novel feature of the American economy not 
in existence after the last war, are available for men and women 
thrown out of work, in an amount exceeding five billions of 
dollars. All of these conditions make for good business, pro- 
vided, however, that they are permitted to work. All of these 
forces should secure a sufficiency of jobs, if the plants which 
need to convert are not too long delayed in doing so, if the men 
and women needed for employment in peacetime industries are 
ready and willing to labor at standards much different from 
those to which they have in recent years grown accustomed, and 
if the numerous administrative and regulatory agencies learn 
how to exercise their authority with sound judgment and when 
to stop administering and regulating. 

But what will follow these years of plenty? What happens 
when these allegedly temporary sources of economic activity run 
out? What is there to replace them? ‘These are the questions 
which are really the subject of the current debate on our post- 
war policies. It is with the longer post-war era that the esti- 
mates of the potentialities of employment and forecasts of the 
national income really deal. It is with the years following the 
anticipated prosperity of early post-war reconstruction that the 
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many proposals for economic recovery and full employment are 
concerned. And it is in connection with. the plans for these 
years that the sharpest conflict in economic and political policies 
is bound to arise. 

The fact is that what we now think and plan for the years 
ahead is colored by our memory of what happened in the brief 
and fateful decade of the 1930’s. The experience of those years 
stands a good chance of determining American policies from 
now on. The record of production and employment from 1933 
to 1941 convinced some students of economic affairs that our 
economic system had run down and that its capacity to generate 
enough activity for the absorption of the labor force into em- 
ployment had given out. The spectacle of large and continuous 
unemployment, amounting even in the peak year of business 
activity of 1937 to some 12 per cent of the labor force, was the 
foundation on which the novel policies of that period were based. 
Out of it grew minimum wage and maximum hour laws, the 
Wagner Act, a national social insurance organization, the regu- 
lation of financial operations, deficit financing, the substitution 
of national for local relief, and the system of an increasing 
number of boards and agencies engaged in practicing adminis- 
trative law. Accompanying these specific developments was a 
fresh body of doctrine, aimed to explain the “ stagnation ” of 
the existing economic order and to add to it the ingredients 
required to make it work. The ingredients, as everyone knows, 
are compensatory spending, the support by means of numerous 
devices of a constantly increasing range of wages and prices, 
extension of the area of socialization and public regulation, and 
the continued exploitation of the principles and practices of 
progressive taxation. 

The experiment of the 1930’s with methods for promoting 
economic recovery and the fuller employment of the country’s 
population was tried with much greater vigor and thoroughness 
than most people realize. An accurate and clear account of 
these years is still to be written. But what is already known 
demonstrates the intensity and speed with which the ruling ideas 
of the times were put into practice. Public spending for pur- 
poses of social reform and economic recovery approximated the 
expenditures for running the first World War. Labor stand- 
ards of all types were raised continuously and radically. And 
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even before the present war, administrative law was applied 
firmly and uncompromisingly. 

Looking back over this record, it cannot be said that these 
measures, taken singly or collectively, worked. When prepara- 
tions for the war got under way, unemployment was still for 
such times the highest in our history. Lopping ten hours off 
the work week failed either to return the requisite numbers 
to jobs or to yield anything like stable employment to those 
who happened to be on a payroll. Steadily rising wages and 
the more universal practice of collective bargaining failed to 
yield the increment of purchasing power which was expected 
of them. There was, of course, a good deal of recovery, but 
everyone will agree that the achievements fell far short of 
promises and expectations. 

Whatever interpretation is put upon these events of the recent 
past, their significance lies in the uses to which the policies of 
the 1930’s will be put when this war is over. Once again, as 
in 1933, the issue will be joined between divergent and con- 
flicting views as to the causes and nature of economic recovery, 
the sources of an adequate level of employment, and the valid- 
ity of alternative public and private policies of economic control, 
On the wisdom of our choices will depend the speed and degree 
to which we succeed in adapting peacetime requirements for 
labor to the level and structure of employment during the war. 

The task of effecting the transition is a formidable one, prob- 
ably the most formidable we have ever faced. But it will not 
be made easier by brushing aside the plain requirements for good 
business and improving employment. In the years after the 
war it is hard to see how an economic system can be made to 
work which is required to surrender control over major ele- 
ments of its costs of doing business. It would seem impossible 
to look to an industry for experimentation and expansion, when 
it is at the same time denied the right to employ and exploit 
the most modern and efficient methods of operation. It would 
appear hazardous to turn to a government for encouragement 
which perpetually involves its citizens in prolonged, costly and, 
often, trivial litigation. 

It is, of course, altogether practicable, as the history of this 
and other countries shows, to fix prices, wages, and other stand- 
ards of performance by legislation, administrative fiat, or agree- 
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ment. Wecan, if we will, lift the minimum wage of the United 
States from 40 to 65 cents an hour, as a Congressional com- 
mittee is now proposing to do. We can, if we will, inform 
the employees of shipyards displaced by the cessation of govern- 
ment orders that they need not take jobs at standards lower and 
less agreeable than they have been enjoying in war employment. 
But once we adopt such policies, and enforce them, we set in 
train a long succession of consequences. Foremost among them 
are increased public expenditures required to support prices, 
wages, and other standards which are unable to sustain them- 
selves. Equally important is a persistent and large-scale 
shrinkage in the number of available jobs and opportunities 
for employment; and, as an inevitable accompaniment of these 
developments, there follows the worst consequence of all—the 
division of the labor force of the country into two groups, the 
more or less permanently employed, working at high wage rates 
and standards of labor, and the more or less permanently un- 
employed, always a substantial percentage of the total labor 
force, subsisting on some form of direct relief, work relief and 
public works, or on a changing combination of all of them. 

To avoid these eventualities in the process of adjusting the 
working population after the war to peacetime possibilities is 
and will be for many years to come the leading problem of 
American public policy. Much of the legislation and regu- 
latory measures adopted in the last decade has its virtues and 
benefits. But they run the danger of being dissipated and 
becoming the source of still greater evils, unless they are applied 
with far greater skill, care and moderation than they have thus 
far received. Whatever course economic trends pursue in the 
United States during the next couple of decades, it may still 
be safe to say that private business will continue the dominant 
force in our economic organization. The institution of private 
business cannot thrive and perform the functions it is so 
eminently fitted to perform, when it is hemmed about with 
restrictions, burdened with artificial and uneconomic standards, 
and exposed to sudden and capricious punishment. 
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REMARKS 


CHAIRMAN Maclver: We hope there will be some opportunity for 
raising questions at the end of the period, but meantime we shall go 
on with the list of speakers. 

Our next speaker is engaged in a very important task. There is 
one interesting difference between the task of Brigadier General Frank 
T. Hines and that of most of our other generals. The tasks the other 
generals are performing will some day shrink very suddenly, and we 
hope that day will come soon, although we dare not anticipate it. But 
when their major tasks are done, the task of General Hines will be 
only in full swing, the enormous task of looking after the affairs of 
our veterans. 

The Academy of Political Science is fortunate in being able to 
present to you today the Administrator of Veterans’ Affairs, General 
Hines! 


GENERAL Frank T. Hines: I appreciate greatly the opportunity of 
appearing here today, and I have listened with much interest to the 
preceding speaker, because some of the problems that he referred to 
are some of those that have been entrusted to me recently, not as 
Administrator of Veterans’ Affairs, but as Administrator of Retraining 
and Reemployment. 

The enthusiasm about employing everyone following the war reached 
such heights during the campaign that I find that they have set a mark 
of sixty million people for which the Retraining and Reemployment 
Administration may find jobs. That will be quite a task! [Laughter] 
The preceding speaker made it much easier by getting down into the 
fifty millions. 
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THE REEMPLOYMENT OF VETERANS 


BRIGADIER GENERAL FRANK T. HINES 


Administrator of Veterans’ Affairs 
Administrator of Retraining and Reemployment 


the worst threat on the post-war horizon is the pos- 
sibility of mass unemployment such as occurred all 
over the world after the last war. 

When peace comes, the problem of total employment will 
at once overshadow every other issue. The guarantee of the 
right to work for all our people will appear as absolutely es- 
sential to the preservation of democracy and America’s leader- 
ship in the world. This country cannot ask eleven million 
men to leave their homes and loved ones and to risk permanent 
disability and even death and hope to compensate them with 
pensions, separation pay, or job preference. They must be 
assured wide-open economic opportunity. 

The reémployment of veterans is a problem which is tied 
up with our ability to shape our economic future; with our 
ability to create conditions favorable to the expansion of our 
economy, so that all the workers of America will be gainfully 
employed in useful work and the national income will be suffi- 
cient to sustain an expanded market for goods and services 
with improved standards of living. 

Stated specifically the problem is that of achieving totally new 
economic standards on the basis of detailed plans, in terms of 
dollars of national income and a definite number of jobs. This 
problem cannot be solved by those who continually look back- 
ward, or by visionaries out of touch with reality. It requires 
a bold imaginative grasp of the situation and ability to translate 
it into an operational blueprint of what must be done step by 
step, and month by month, to reach the goal we have set for 
ourselves. 

Awareness of a problem is the first step in solving it. You 
will recall that at the end of the last war we did not know what 
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our problem was. We failed to realize that tremendous dis- 
locations of men and machinery and ways of behaving could 
not be adjusted offhand. We returned to our conventional 
viewpoints and habits confidently expecting them to lead us 
back into normalcy. Most people went on as though every- 
thing would be as it always had been. Even economists in 
some quarters were like the blind leading the blind, so that 
they fell into the ditch. 

Uncontrolled events took their course. War contracts were 
cancelled overnight; production and price controls were re- 
moved. Four million servicemen were demobilized within a 
year with $60 separation pay and a railroad ticket home. Con- 
siderable numbers of them returned to communities where war 
workers were being dismissed by hundreds of thousands, with 
no unemployment compensation to tide them over, and no 
well-worked-out plan for retraining and reémployment. In- 
flation unchecked carried the cost of living to double its pre- 
war level. Then came the slump, then the post-war “ boom” 
which many thought was the beginning of lasting prosperity, 
and finally the great “bust” of the early thirties, and then 
the second World War with its prosperity at the expense of 
destruction. 

Again we face the parting of the ways and the issues of 
life and death for this and the next generation. The decisions 
we make now, and our will to achieve, will reach down the long 
years determining whether this gigantic struggle is to result 
in a permanent peace or only an armistice; whether we shall 
live in an era of abundance or sink again into the abyss of 
depression. ‘“‘ There is a tide in the affairs of men”, and that 
tide is now here. 

Opportunity presents itself once more, with certain advan- 
tages. We are possessed of instrumentalities and resources, both 
conceptual and administrative, which we did not possess twenty- 
five years ago. We have had experience and that experience 
has opened our eyes. The world is too civilized, and men are 
too intelligent, to continue to permit disaster after disaster. 
We have learned by now that modern civilization and modern 
war with its ever-increasing potentialities for destruction can- 
not survive in the same world; we have learned that depressions 
can be controlled and attenuated and that our economic destiny 
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js in our own hands. It is my hope, and I am sure it is yours, 
that the hitherto unsolved problems of war and depression have 
come to their climax and will be solved by this generation 
before it is too late. 

As Retraining and Reemployment Administrator I am pro- 
foundly concerned with the economic problem following this 
war. The task facing us is one of unprecedented difficulty. 
We have already been in this war almost twice as long as we 
were in the last war. Then there were four million men in the 
armed services; now there are eleven million. Then we were 
spending fifteen billion dollars a year; now we are spending 
ninety billion. Then we were producing, at the peak, four 
million tons of shipping a year; today ships are leaving the ways 
at the rate of almost twenty million tons a year. Then a 
quarter of our national product was for war; now half of it 
is for war. Then the liquidation problem was for seven billion 
dollars of unfulfilled contracts; now it is for a predicted seventy 
billion. Then we kept business going as usual; now we have 
radical conversions calling for just as radical reconversions. 
Then there were few government-owned plants; now the gov- 
ernment owns three quarters of the factories built during the 
war, controls one hundred per cent of the total production of 
synthetic rubber, one hundred per cent of the production of 
aircraft gasoline, ninety-two per cent of the production of 
magnesium, ninety per cent of the production of aircraft, and 
fifty per cent of the production of machine tools. 

The reconversion problem is as extended and complex as 
the dislocations we have undergone. It includes such factors as 
contract termination, surplus property disposal, reconversion 
of factories, reconversion of men, creation of jobs, creation of 
business confidence, public investment as a stimulus to private 
investment, taxation, and innumerable other problems which 
must be fitted into an integrated operational plan. It includes 
inflationary curbs, trade agreements, participation in plans for 
the economic reconstruction of Europe; and also the complex 
psychological factors which play a part in saving and spending, 
confidence and hesitation. 

The problem of the reémployment of veterans is part of this 
larger problem. ‘The fate of the veteran is one with the fate 
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of all our workers. If there is not full employment in an 
expanding economy with income enough to provide active mar- 
kets for the goods that are produced, there is nothing that we 
can do particularly for veterans which will solve the problem, 
Only class divisions of all varieties can result from emphasis on 
jobs for one group when there are not enough jobs to go around, 
The problem of finding jobs for veterans will be attenuated to 
no problem at all if there are jobs enough to go around, and it 
will be a most difficult problem under any other circumstances, 

We need to be very practical. Political idealism and eco- 
nomic planning on the verbal level will not solve the problem. 
To speak plainly, there must be a “ logistics of the peace” on 
the home front similar to the logistics of the war. We could 
not successfully wage a modern war without detailed planning 
right down to the blueprint stage. In war we determine exactly 
what our objectives are, what the uncertainties are, and what 
conditions will be necessary for achieving those objectives and 
meeting those uncertainties. 

In peace we will need sixty million jobs for sixty million 
workers. That is our objective. As far as possible we must 
know what these jobs are and where they are. The conditions 
supporting these jobs must be established. Markets at home 
and abroad must be maintained to provide an outlet for the 
work produced by these jobs. We must increase services, recre- 
ation and leisure as well. We cannot live on gadgets, and we 
cannot always be washing or freezing something. Manufacture 
will provide only twenty-five per cent of normal private 
employment. The great majority of these jobs must be in 
private employment. The two dangerous alternatives which 
we must guard against are, of course, mass unemployment on 
the one hand and mass government employment on the other. 

We must get rid of economic instability. Business cycles, 
those “ ups and downs” which were unfortunately established 
in our thinking and incorporated into principles, must be 
leveled up. 

Depressions, once started, feed on themselves, developing re- 
sults out of all proportion to initial causes. Converse movements 
made operative at the critical time can prevent them. It is for 
this reason that Congress has provided for shelves of public 
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enterprises worked out to the blueprint stage to be made oper- 
ative at the first signs of a dangerous slump in capital outlays. 
Public Law 458, 78th Congress, to amend the Social Security 
Act to provide a national program for war mobilization and 
reconversion, includes, under Title V—Public Works—the prep- 
aration of architectural, engineering and economic investi- 
gations and studies, surveys, designs, plans, working drawings, 
specifications and other actions preliminary to the construction 
of such public works. 

If we had had such a shelf of public projects to throw into 
the breach in 1929 we would not have had the decline of thirty 
billion dollars in consumption expenditures which came so close 
to bankrupting our society. The decline in capital outlays 
closed our heavy goods industries and stopped construction cold. 
Since the unemployed cannot spend and since under these con- 
ditions those who are still employed are afraid to spend, other 
industries closed, and more workers were laid off. Thus a decline 
of fifteen billion dollars feeding upon itself caused the national 
income to drop, not fifteen billion dollars, but forty-five billion 
dollars. 

A shelf of public works is a corrective. It is not a substitute 
for private employment but a stimulus to private employment. 
It acts as a stabilizer in periods when private investment and 
construction drop, filling in the cyclical gap, and inducing and 
making operative a series of private enterprises doubling and 
trebling the investment in profit and employment. 

Government planning includes the stimulation of effective 
demand which is the very blood stream of private enterprise. 
It includes the development of foreign markets, the furnishing 
of loans and credits, the encouragement of invention and new 
products, the encouragement of risk taking in new ventures, 
profit incentives, fiscal policies which enhance rather than re- 
strict opportunities for private enterprise, retraining programs, 
and generally the maintenance of an economic climate favor- 
able to prosperity, full employment, and rising standards of 
living, with free enterprise given full rein within the limits 
of the public welfare. 

But there must be planning at the community level also. In 
addition to the one over-all plan, there are needed two million 
plans constructed on the desks of this country’s two million 
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individual employers. Planning from above and planning from 
below are both necessary. The planning of thousands of com- 
mittees in the various communities of the country will utilize 
one of America’s greatest national assets, without which nothing 
will succeed: the resourcefulness of her people acting in their 
own communities on their own projects. One plan, and two 
million plans—that is the American way. America’s business 
men must be in the picture. 

The government has a definite but limited function to per- 
form. It is not the rdle of the government to usurp the func- 
tions of private enterprise but to act as a stabilizer and a 
stimulator. The government need not enter the general field 
of production. The more industrialized a society becomes the 
more vulnerable it is to economic breakdown. Such a society 
acts as one great complicated machine which can be stalled 
with dramatic suddenness. The rdle of the government in keep- 
ing it going is a marginal one but it is exceedingly important. 
Adequate preventive programs set up in advance by the govern- 
ment will make long-drawn-out “salvaging programs” un- 
necessary. 

It cannot be too strongly emphasized that the reémployment 
of veterans is closely tied up with the problem of our general 
prosperity. The transition period will be, for veterans as it 
will be for others, a time of strain. At the close of the war 
millions of workers will be changing their jobs. These will 
include not only those engaged in the final fabrication of 
munitions but those displaced from overexpanded raw materials 
and parts industries. Among them will be workers displaced 
in civilian industries by the return of old employees from the 
armed services. Into this fluid situation will come, gradually 
of course, some nine million veterans seeking peacetime jobs, 
and retraining for some of these jobs. Some of them who 
have had their educational plans interrupted will be entering 
schools and colleges. Some will be disabled, and in need of 
vocational rehabilitation. Before the transition to peace is 
fully accomplished a third of the working force of the country 
is likely to be engaged in a different type of activity than it 
was engaged in during the war. 

There will be cushioning factors in this process of course. 
The chances are that the war will end in different places at 


[202] 


f 
d 
y 


No. 2] THE REEMPLOYMENT OF VETERANS 75 


different times, making possible a gradual demobilization of 
both soldiers and war workers. Older workers and very young 
workers will be retiring from the labor force. Many will be 
seeking retraining or the resumption of professional courses. 
Rehabilitation and construction in devastated countries will 
make demands upon our factories and services. There will be 
deferred inventory and consumer demands with capital and 
savings to sustain them. New enterprises will spring up based 
on inventions developed during the war. There will be re- 
duction of the work week, increased travel, and increased time 
for recreation. 

But even though the transition will be gradual and will in- 
clude cushioning factors, it will nevertheless be a time of strain, 
particularly for servicemen returning from abroad, if for no 
other reason than that they have been out of touch with affairs 
at home. 

To insure their adjustment, Congress passed Public 346, 
known as the Servicemen’s Readjustment Act of 1944. I will 
not go into the provisions of the G. I. Bill of Rights in detail 
except to say that it provides not only hospital facilities, and 
liberal opportunities for education and training, but also the 
guarantee of loans for homes, for farms and for business 
enterprises. 

To provide for the needs of disabled servicemen the 78th 
Congress also passed Public 16 which extends the rehabilitation 
activities of the Veterans’ Administration. The program pro- 
vides, for veterans who have service-connected disabilities con- 
stituting vocational handicaps, a liberal program of guidance 
and training to remove the handicap, placement in an occupa- 
tion suited to their pattern of disabilities, and follow-up to see 
that they are established. 

In the training programs under both these Acts the veteran, 
if disabled, receives support in the form of increased pension 
and, if not disabled, in the form of support allowance. Each 
service man or woman, with a few exceptions, who has served 
more than sixty days will receive a minimum mustering-out 
pay of $200 and, if he has served overseas, a maximum of $300. 

In order to provide for the vicissitudes of the transition pe- 
tiod the veteran, if unemployed, will receive $20 a week up to 
fifty-two weeks, as unemployment compensation. The 1,500 
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United States Employment Service offices and their more than 
2,000 extension services stand ready to give the veteran special 
help either in returning to his old job, or in securing a new one, 
through the special Veterans’ Employment Representative in 
each office. 

Extensive provision has been made for veterans in government 
work. They are given preference in Civil Service examination, 
The veteran may secure a guarantee on a loan, if he desires it, 
to construct a home, buy a farm, or establish a business. The 
government through its several agencies is providing guides and 
safeguards in setting up various kinds of businesses in order to 
make sure the veteran is advised of whatever experience has 
shown as business hazards in case the veteran enters business 
for himself. 

Not only is the government providing employment and aids 
to employment, but private groups and industries all over the 
country are making special plans for the proper placement of 
veterans in employment. Indications are that industry is carry- 
ing out not only the letter of the law but the spirit also. 

I might say in pausing that the veterans returning from this 
war will be the most employable group in our population. Eighty 
per cent of them will be under thirty years of age. Their edu- 
cation averages second-year high school as compared with sixth 
grade in the last war. Thirteen per cent are college men; fifty- 
two per cent are high school men, of which number almost 
half are graduates; and only thirty-five per cent are on the 
grade school level. We have the healthiest and best educated 
Army that the world has ever seen. 

In addition to their high educational level they have had 
technical training. We cannot pass off army experience in this 
war as we did after the last war as “so much time out of a 
man’s life” !_ Modern war which utilizes the instruments of our 
inventive economy all over the world develops skills significant 
in terms of employment. According to General Somervell of 
the Army Service Forces sixty-six per cent of the men in the 
services have duties requiring considerable technical skill. The 
skills required in a modern army unit, or in a naval unit, cut 
across the whole range of civilian occupations and therefore 
demand consideration, both in further education and employ- 
ment. Hundreds of thousands of men have had training in 
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photography, radio and radar operation and repair with the 
necessary theory. Perhaps two million men, practically all 
above average in intelligence, have had technical training in 
air flight, mechanics, navigation, instrument reading and repair, 
and military geography. 

Ways have been devised for transferring this training to ci- 
vilian uses. In a book, Special Aids for Placing Military Per- 
sonnel in Civilian Jobs, listings of jobs relate each military job 
to one or more civilian jobs calling for similar abilities, and in- 
dicate the additional training required to make the transfer, 
the physical activities required, and the working conditions. 
If the individual desires to undertake retraining under the pro- 
visions of the Servicemen’s Readjustment Act of 1944, or under 
the Retraining and Reemployment Administration, there are 
handbooks for equating military education and experience in 
terms of school and college credits. 

I need not dwell further upon the provisions made for the 
employment of veterans generally because aside from their 
qualifications, and the special provisions and privileges which I 
have mentioned, their employment problem is one with that 
of the welfare of all our workers. 

A problem with which you may not be so familiar, and 
which has economic as well as sociological bearings, concerns 
the reémployment of our disabled servicemen. As I said, special 
provision has been made in the Veterans’ Administration, 
through the Vocational Rehabilitation and Education Service, 
for the rehabilitation of the disabled veteran and his restora- 
tion to vocational life. The process is an educational and train- 
ing process with which you will not be particularly interested, 
other than to know that the problem is well taken care of. 

It is obvious that we can spend a lot of time and skill in 
adjusting an individual, but if society does not understand 
what we are doing and what its own obligations are, our at- 
tempts will fail. In order to rehabilitate a veteran through a 
process of training we must have employers who will give him 
a job. I should therefore like to spend the remainder of the 
time allowed me on the subject of employer attitudes toward 
the disabled and the problem of occupational planning for se- 
lective placement. 
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The lot of the handicapped in the past has been hard chiefly 
because of the widespread notion that every job requires a 
whole person, with two eyes, two hands and two legs. Added 
to this there have been many notions, without foundation of 
any kind, concerning the proneness of the handicapped person 
to accidents entailing extra expense to the employer. Em- 
ployer attitudes based on these and similar assumptions which 
have kept the disabled out of employment are changing, but 
they must change more. 

Evil is wrought by want of thought as well as by want of 
heart. Until recently employers gave very little real thought 
to job requirements. In many cases their specifications for 
jobs were such that by no stretch of the imagination could they 
possibly be related to the work to be done. Sometimes speci- 
fied heights and weights for workers in clerical occupations were 
required. For some reason or other employers wanted big peo- 
ple sitting at desks. One might presume that a workman ina 
shop, because of the nature of his work, would need to be big- 
ger and stronger than a man who sits at a desk and operates 
a pen or pencil. According to the job requirements of some 
employers, however, the reverse seems to be the case. 

Edward L. Thorndike of Columbia University, in a chapter 
entitled “Some Erroneous Ideas and Practices Concerning Em- 
ployment ”, published in 1934, says that employers do not al- 
ways select with a single eye to the success of their business. 


Facts... prove that some employers are moved by sheer custom, almost 
by superstition....The correlations [of size] with earnings per year are 
as high as the highest obtained for rate of progress in school, scholar- 
ship, intelligence and mechanical adroitness. Contrary to what the 
practice of counselors would suggest, the correlations [of size] with 
earnings are higher for clerical than for mechanical work....It is 
probable, consequently, that the correlations are due not only to the 
fact that size...is a symptom, directly or indirectly, of qualities useful 
in a worker, but also to the fact that employers pay for size regard- 
less of utility.1 


If this is the case generally, how much more serious is this 
unscientific attitude when it is applied to the disabled worker. 


1 Prediction of Vocational Success, by Edward L. Thorndike and others 
(New York, Commonwealth Fund, 1934), pp. 108-111. 
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Fortunately we have had a number of socially-minded and keen 
industrialists who many years ago undertook the experiment of 
employing handicapped people in their businesses and factories 
and were rewarded by finding that the handicapped, properly 
placed in jobs that were suited to them, proved to be good for 
business. Some of those industrial leaders obligated themselves 
to employ the same proportion of handicapped people as ex- 
isted throughout society. For instance, if one person in one 
thousand was blind in the community, one blind person was 
included in every thousand workers. The number of these far- 
seeing socially-minded industrialists needs to be increased. 

With proper education and publicity on the subject and clear 
demonstration that the handicapped as workers are generally 
assets rather than liabilities, employers will probably take on 
this social obligation. Seeing it, in view of the war, as a na- 
tional problem they may determine through their Chambers of 
Commerce and other organizations to establish a just and rea- 
sonable quota for the handicapped, and this would of course 
include a quota for our disabled servicemen. In some countries 
the proportion of handicapped of various types which are to 
be employed has been made obligatory through legislation. 

Fortunately we have ample evidence to convince business 
men and industrialists that the hiring of the handicapped is not 
only good sociology but good business. Studies which have 
been made on the subject indicate that in most instances the 
disabled person is just as efficient when properly placed as the 
able-bodied employee, and in many cases more efficient; that 
he is absent less than the average employee, that he has a lower 
accident rate, and a lower labor turnover. The disabled person 
knows how hard it is for him to get a job and therefore he 
does not do the things that would jeopardize that job. Having 
been disabled he has learned to be careful. 

The words of one employer, writing to an organization en- 
gaged in rehabilitation, are typical. In regard to a blind worker 
placed in the plant, the company wrote: “ We are grateful to 
you for giving us the opportunity of performing what was 
thought to be a service to your organization, but which has 
proved to be one to our own instead.” 

The viewpoint expressed by a large automobile manufacturer 
employing 11,000 handicapped persons, 687 of whom are blind, 
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is also typical. He writes, and these are the words of the late 
Edsel Ford: “‘ No company regards such employment as charity 
or altruism. All our handicapped workers give full value for 
their wages and their tasks are carried out with absolutely no 
allowances or special consideration. Our real assistance to them 
has been merely the discovery of tasks which would develop their 
usefulness.” 

It is this last point that is of utmost importance in the solu- 
tion of the problem. The essential approach to the problem of 
the employment of the disabled is through proper placement 
in suitable jobs. 

A study by the Division of Industrial Hazards of the Bureau 
of Labor Statistics in codperation with the Office of Vocational 
Rehabilitation of the Federal Security Agency, and the Veter- 
ans’ Administration, covering 300 establishments utilizing physi- 
cally impaired workers, shows that 87 per cent of the 63,000 
impaired workers were just as efficient as the unimpaired doing 
similar work, and that 8 per cent were more efficient as over 
against § per cent who were reported as less efficient. With 
regard to absenteeism, accident frequency, and labor turnover, 
the physically impaired were rated as superior to the unimpaired. 
Of the impaired workers 44 per cent had absentee records no 
worse than their fellow workers; 49 per cent had better records, 
and only 7 per cent were absent more than the unimpaired. 
The study showed that the handicapped had fewer accidents 
than the average and that their job turnover was considerably 
less. 

Other investigations have been carried on, the results of 
which indicate the desirability of the disabled as insurance risks. 
Elaborate studies of the relative work efficiency and accident 
proneness of the physically disabled workers are under way at 
the Center for Safety Education at New York University in 
codperation with the Institute for the Crippled and Disabled. 
A study of automobile accidents indicates that disabled drivers 
of cars judged by their proportion of accidents are several hun- 
dred per cent safer than non-disabled drivers. 

It is necessary to convince employers that the employment 
of the disabled is good business, and this is being done. It 
takes more than a change in attitude, however, to solve the 
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problem. In addition to changing employer attitudes we must 
also provide them with a methodology. We are going to have 
many disabled veterans. Our casualty list is already over half 
a million and is steadily mounting. Over a quarter of a mil- 
lion disabled veterans of World War II are now on the pension 
rolls of the Veterans’ Administration. We must do everything 
humanly possible to reéstablish these men occupationally. 

And I want to say here in this connection that our purpose 
in doing this is not only to benefit society but to benefit the 
men themselves. Vocational rehabilitation is essentially the 
process of enabling individuals who have been handicapped to 
take their normal place in life. It has more than a financial 
aspect. A vocation is essentially the organization and direc- 
tion of life activities which make them significant to the per- 
son and useful to his fellow human beings. It is the opposite 
of idleness and disorganization. Vocational rehabilitation is not 
only a means to enabling individuals to earn a living but a 
means to social participation, self-respect, and that individual 
integrity which is the right of every member of society, and 
more especially the right of those who bear service-incurred 
disabilities. In order to reéstablish our disabled veterans occu- 
pationally we must, as I said, provide employers with methods 
of selective placement which will be successful. 

Selective placement involves the consideration of the physi- 
cal capacities and other qualifications of the individual in rela- 
tion to the physical demands and other requirements of the 
occupation. The correlative factors in the selective placement 
of the handicapped are: (a) the physical demands analysis and 
(b) the physical capacities appraisal. Plant surveys to determine 
the physical and other demands of jobs for the purpose of plac- 
ing various types of disabled are necessary for any large-scale 
success in the employment of handicapped persons. Likewise 
facilities and planning for the appraisal of physical capacities 
to match this study of the physical demands of the jobs are also 
necessary for large-scale success in the employment of the hand- 
icapped. Many large companies have elaborate proceedings for 
the coding of disabilities and the corresponding coding of jobs 
so that when a disabled person is brought into the plant for 
placement the problem of finding a job suitable to his pattern 
of physical disabilities is readily solved. 
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This type of job analysis is essentially no different from any 
good job analysis. What we are advocating for the handicapped 
is simply an extension of the principles and methods of proper 
placement which have always been operative in good employ- 
ment practice. Selective placement on the basis of individual 
analysis and job analysis has always been good employment 
method and it is good rehabilitation method. In this case as in 
so many other cases where we have dealt with special groups, 
we are learning to do better the things that we do anyway asa 
matter of ordinary procedure. This is suggestive of the fact 
that the training and placement of the handicapped may im- 
prove our procedures for everyone. If we follow this road to 
the end, adjusting men to work and conversely adjusting work 
to men, we may arrive finally at the beginning of a science 
of work. 

I have indicated that the problem of the employment of the 
veteran is one with the problem of finding jobs for all our work- 
ers. If there are not enough jobs to go around, the veteran will 
suffer, though perhaps to a lesser degree, along with the others. 
Our problem is to create a fully functioning economy. With 
this as a background we have provided in many special ways 
for the readjustment of the veteran occupationally and other- 
wise. I have pointed out the special problem which we face in 
the vocational rehabilitation and placement of the disabled vet- 
eran. We have here then the general problem of shaping our 
economic future and that very important special problem of 
adjusting our disabled veterans to whom we are so greatly 
in debt. 

May I say in closing, my friends, that the solution of the 
problems which the preceding speaker mentioned, and all that 
I have said, can be summed up in the few words of, good team- 
work on the part of government—national, state, city—and on 
the part of management and labor. We have been very suc- 
cessful in building up the most gigantic machine for war. The 
ingenuity that has been shown there, directed to the problem 
of reémployment and other post-war problems, can do an 
equally good job if we play in teamwork. 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN Maclver: I was delighted to hear General Hines say 
at the outset of his address that we need to have a bold, imaginative 
grasp of reality. I believe that is the only way we can grasp reality; 
and, in view of the impressive statistics and statements that we had 
from General Hines, I am sure we must feel that it is only by such a 
grasp, and by the men who like him have such a grasp, that we are 
going to be saved through these troublous times. 

We have been hearing about reémployment. Along with reémploy- 
ment plans go—indeed must go—social security programs. The two are 
part of the same structure today. I have much pleasure in presenting 
to you Professor Douglas Brown, of Princeton, who will talk on the 
subject, “‘ Developments in the Social Security Program”. Professor 
Brown! 
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DEVELOPMENTS IN THE SOCIAL SECURITY 
PROGRAM 


J. DOUGLAS BROWN 
Professor of Economics, Princeton University 


ment with a spotty and inadequate system of social 

security protection. We may be able to ride out 
without serious distress the brief spells of heavy unemployment 
which may follow immediately upon the termination of the 
wars in Europe and in the Pacific. But it is difficult to see how 
our present social security program could save us from a critical 
degree of hardship in a major post-war depression. Meanwhile, 
we are losing the advantage of a well-developed social security 
system in maintaining and enhancing the human resources of 
the country. Further, we are depriving millions of our people, 
as individuals, of the satisfactions of planned, self-reliant 
protection against the major risks of life. 

While it is not my purpose to enumerate in detail the short- 
comings of our present system of social security, my pessimistic 
premise should be supported in brief outline, at least. Let us 
take the major risks which a balanced social security program 
should cover, and check the extent to which protection is af- 
forded in America today. 


(1) Dependent old age 


While we have done more in the United States to safeguard 
the old than any other group, our old age insurance system 
leaves unprotected millions of persons in farm, domestic 
and government employment, self-employment, and other ex- 
cluded areas. Due to occasional employment in uncovered 
activities, to unemployment and illness, a large number of 
persons will reach 65 with but spotty earnings’ records in the 
vast files in Baltimore. Some of these will get no benefits at 
all; others but meager amounts. A most serious cause of broken 
records, to date, is service with the armed forces. It is hoped 
that this situation, at least, will be remedied by early legislation. 


Se United States faces the period of post-war readjust- 
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To buttress our old age insurance program, we have a federal- 
state program of old age assistance. Due to the vagaries of 
sentiment, politics, and the distribution of aged persons, the 
amounts paid under these assistance programs vary from ex- 
travagant to penurious. In some states, old age assistance is 
yirtually an automatic “ handout ”; in others, a carefully ad- 
ministered relief system. 


(2) Dependent survivorship 


Since 1939, protection for widows with children or for aged 
widows of insured persons has been provided under the federal 
old age insurance system. This improvement is limited in 
effectiveness by the same shortcomings in coverage that exist 
in the basic insurance scheme. Exclusions from coverage and 
broken wage records narrow sharply the boundaries of effective 
protection. It is true that assistance payments to widows with 
children greatly extend the area of government aid. But, 
without the advantage of the vote, the children needing such 
aid have not been able to compete with the old in securing 
liberal grants. 

(3) Unemployment 

We have a federal-state system of unemployment insurance 
which is a marvel of complexity and diversity in standards of 
contributions, benefits, coverage and administration. The old- 
est social security systems in Europe should appear simple to the 
person who masters the idiosyncracies developed by the fifty- 
odd American schemes in a period of less than ten years. We 
have had a growing overemphasis on rates of contribution and 
reserves and a grave underemphasis on the rates and duration of 
benefits. Coverage under unemployment insurance, again, 
leaves whole segments of our population unprotected. Our 
system of separate state reserves is illogical, expensive and 
wasteful. 

With these limitations in the protection afforded by unemploy- 
ment insurance, we might well plan more carefully our meas- 
ures for emergency unemployment relief. Here we have a 
past—but little but talk about the future. The serious question 
whether to use direct relief or work relief, or both, has not been 
tesolved in American policy. Discussions of W.P.A. have 
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become distasteful. The planning of public works, to be 
initiated in time of unemployment, is being encouraged by 
Congressional reports and private committees but does not seem 
to have struck deep into the consciousness of our legislators, 
(4) Dependency during disability 

Apart from private action or public relief, the only lighter 
spot among the shadows in this field is a conglomeration of state 
programs of workmen’s compensation. These vary widely in 
adequacy and coverage. Many are hag-ridden by excessive 
litigation, sharp insurance practice, unfortunate medical arrange- 
ments, and a lack of common understanding, by all parties 
concerned, of a definite social policy. Progressive employers 
are moving faster than government in recognizing the need 
for improved protection in this field. 

So far as government action is concerned, we have done 
almost nothing in providing the means for self-reliant protec- 
tion in time of temporary illness or disability not arising out 
of employment. An even more serious gap is the absence of 
protection to those becoming permanently and totally disabled 
from non-industrial causes. Except for such special groups as 
the veterans or the blind, we are still relying on general relief 
or institutional care until the person reaches old age. 


(5) Medical care and hospitalization 


It is in this respect that the social security system of the 
United States appears a sad sight indeed. Like a wagon with 
three wheels—not all of them too adequate—the system drags 
along failing to carry the load it should and wasting motive 
power. With one wheel absent, the wagon tips precariously 
and threatens to pitch into the ditch whatever load the other 
wheels could carry. Insurances against dependent old age, 
survivorship and unemployment fail to do their job effectively 
so long as the self-sufficiency of workers is destroyed by heavy 
financial drains in time of illness. 

With the finest medical profession and techniques in the 
world, we do well by our prosperous and our poor. Those 
injured in industry receive a varying quality of service. But 
for the great body of self-reliant wage-earners and self- 
employed, their wives and their children, we are still depending 
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in large measure upon a type of distribution to provide medical 
care which we would consider sadly inadequate for any other 
important commodity or service. The wage-earner may buy his 
food or clothing in a chain, department or mail-order store, 
rent a home in an apartment or real estate development, buy a 
car or a radio from a national corporation, and send his child 
to a fine public school or college. In all these expenditures, he 
obtains the advantages of shared overheads, modern business 
methods, free competition, and specialization. But when sick- 
ness strikes, the chances are that he must depend upon a one- 
man shop to meet his needs, unless the case is serious enough to 
warrant the heavy expense of hospitalization. The bootblack, 
newsdealer, or radio repairman can probably render good and 
economical service under such a system, but by 1944, there 
are few professions that have not found group or institutional 
practice the norm rather than the exception. 

Among the bright spots in this discouraging picture is the 
progress made in private group purchase of hospital care and, 
in a lesser degree, of medical care, whether by community groups 
or by industrial groups with the aid of employers or trade unions. 
But such progress remains far from the goal that only public 
action can assure. The fourth wheel of the wagon remains 
scarcely a hub, until the government takes a hand in building 
a better. - 

With this premise that the social security system of the United 
States is spotty and inadequate and that it falls far short in the 
task of sustaining and enhancing our human resources and of 
affording to our people the satisfactions of planned, self-reliant 
protection, the question arises, why this discouraging record in 
a rich, enlightened country that has proved itself one of the most 
generous in the world? After mulling over that question for 
a decade or more, I would like to offer some tentative con- 
clusions. I am willing to alter these conclusions on the slight- 
est provocation, should the coming months and years show a 
change in public attitude. The change is bound to come, and I 
hope most sincerely, before another great depression is upon us. 

1, The American people have not yet come to realize the value 
of our country’s human resources to anywhere near the extent 
that we appreciate the value of our natural resources, advanced 


[215] 


I 


88 SHAPING THE ECONOMIC FUTURE [Vo.. XXI 


technology, or our political, economic and social institutions, 
In this we are far behind Great Britain, Northern Europe and 
Russia. We are closer in this respect to the Mediterranean 
countries. It may be that we are still influenced in our think- 
ing by the flood of new workers which arrived on every boat a 
generation or two ago. Even yet the farms and the hill country 
may seem able to furnish new hands to man the industrial 
centers of the country. 

Perhaps a more palatable reason for our indifference to human 
resources, as such, is the political principle that all men are 
created equal. This becomes confused with the notion—far 
more understandable in the pioneer days of an agricultural 
economy — that each man is the master of his fate. In our 
desire to enhance the dignity of man as an individual, we have 
tended to forget man as the outstanding asset of an effective 
economy. We have been unwilling or unable to think of 
human beings as a great resource to be conserved and enhanced 
—not for themselves alone—but for the common good. 

This indifference to human resources as a whole has led the 
American people to deal with the problems of social insecurity 
on a subjective basis. Our methods of attack have been con- 
ditioned far more by emotion than by objective, intelligent 
analysis. We may furnish extravagant aid to the dependent 
aged and yet become penurious in supporting and educating 
the dependent child whose contribution is still to be made. Our 
measures for protecting the insecure are fraught with paternal- 
ism and personal charity. Their adequacy often varies with 
the obviousness of the need—not its true extent. Public grants 
vary with the swing of popular emotion. We become con- 
fused by issues of individual merit and blame even in the midst 
of a serious business depression. 

Exceptions to these generalizations are, of course, apparent. 
Among the more promising is the growth of a more balanced 
attitude on the part of many of our industrial corporations 
which have come to see the value of planned, mutual protection 
as a means of enhancing the human assets of the business. They 
realize that good will in individual cases must be supported by 
intelligent planning for the group. 

Perhaps the war will arouse us as a nation to the value of 
our human resources. Wasteful as we have been, we are still 
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blessed with vast and effective manpower to fight two great 
wars at once. But as we become older as a nation, we will need 
to exercise greater care in reducing the wastes of ill-health, 
disability, impaired morale and dependency. Our measures for 
social security should reflect this trend. 

2. A second factor which has delayed American progress in 
developing a balanced system of social security is the over- 
emphasis in this country upon the relief aspects of social 
security at the expense of better understanding and application 
of the device of social insurance. This overemphasis grows out 
of our subjective approach to the problems of insecurity. We 
have been so much concerned about the dependent person that 
we have tended to ignore the final causes of dependency. Per- 
sonal charity is a part of the morality and religion of all great 
civilizations. It is vital but by no means exclusive. There is 
nothing in religion or morality that requires us to stop with 
personal charity and not to prevent, as far as possible, the cir- 
cumstances which make personal charity necessary. 

Relief, whether public or private, appeals to the paternalism 
inherent in the American people. We are a generous people. 
Many more are willing to support social work than are ready 
to plan and support preventive public programs. It is more 
satisfaction to be a Good Samaritan than to patrol the high- 
ways. Many students of social security have, in sympathy with 
this general urge, overplayed relief and underplayed social in- 
surance in their consideration of national policy. But this 
appeal of relief, because of the emotional content which gives it 
emphasis, is an unstable stimulus to progress in the field of 
social security. The interest of the general public in relief 
wanes rapidly as the emotion of giving or the desire to receive 
isno longer present. Shorn of its emotional content in a period 
of good times, relief becomes a dull if not unpleasant subject 
for any but the professional planner or administrator. It lacks 
the rational content of a social insurance program in which men 
participate in good times and bad as a means of preventing 
dependency. 

It was, I believe, this contrast between the emotional content 
of the relief approach and the rational content of the social 
insurance approach which caused the elaborate report of the 
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National Resources Planning Board on social security to receive 
so little public attention in this country at the very time that 
the Beveridge report on the same subject aroused widespread 
interest in Great Britain and throughout the world. Beveridge 
emphasized social insurance, something in which all could par- 
ticipate, all the time. It was an appeal to the intelligence of 
the British people, their desire for self-sufficiency and survival, 
The N.R.P.B. report discussed, at length, direct relief and work 
relief, about which in 1942 neither the future recipients nor the 
future supporters were emotionally concerned. The report 
failed to catch the truth that far more people are interested 
in intelligent and codperative planning for their own future 
than in the form which public charity will take in some future 
emergency. By overemphasizing relief, the N.R.P.B. report 
did not appeal to the vast range of the American people — 
industrialists, wage-earners, shopkeepers and housewives — to 
whom a clear-cut proposition on social insurance would have 
made good sense. If one has doubt, look to the growth of 
private insurance in this country. 

3. My third suggestion as to why social security planning 
has lagged in this country is the hazy disregard for the pres- 
ervation of incentive by many proponents of new legislation. 
The great majority of the American people believe that relief, 
as such, reduces incentive—and, by and large, they are right. 
The relief administrator has little opportunity to enhance in- 
centive. He enters the scene too late. His approach to the 
incentive factor must in large measure be negative; to discour- 
age resort to or continuance on relief. There have been many 
programs for training relief clients but, except for youth, the 
results leave little room for enthusiasm. 

For these reasons, the proponent of the relief approach tends 
to play down the importance of incentive in a framework of 
social security and to play up the determinant of need. The 
relationship of the relief grant to normal wages becomes far 
less important than assumed budgets, the number of dependents, 
and special allowances. The arrangement under social insurance 
that benefits are automatically related to past earnings seems 
hard-boiled to the person more interested in relief. The precious 
asset of incentive is discounted in an anxiety to match precise 
needs. 
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But any effective system of social security must enhance in- 
centive, wherever possible, rather than impair it. Even America 
cannot waste that drive which has raised its standard of living 
over the years. The individual citizen must be aided in pre- 
serving his effectiveness and self-reliance. This can be done 
through social insurance under which eligibility and benefits 
are related to past earnings and productivity, and to probable 
future wages as well. 

There has been much talk of “security” vs. “ incentive ” 
among those who question further extension of our social se- 
curity program. In social insurance this supposed conflict is 
resolved. Incentive for most people arises out of the quest for 
security and more security, once its satisfactions are tasted. Se- 
curity may mean a single room on First Avenue or a six-room 
house in Queens. Men will work hard to get either. They are 
willing to contribute to a social insurance program to make sure 
that they do not lose either, should illness or unemployment 
occur. It is because of this recognition of incentive and self- 
reliance that social insurance appeals to a wide range of American 
people left cold by talk of relief. Despite all the talk, few 
wage-earners like to go on relief, far less rely upon it in advance. 

4. A fourth reason for the slower acceptance of social security 
planning in this country during the past few years has been, I 
believe, the tendency to ignore costs. This, again, arises from 
the overemphasis upon the relief approach in many discussions. 
Such discussions are likzly to start with the pattern of individual 
need and work back to the cloth of national ability to pay. 
Since the total burden of relief at some future time is difficult 
toestimate, cost figures are often omitted. The presumption too 
easily becomes: if each individual needs so much, and there are 
so many individuals, the economy of the country should pro- 
vide the sum arrived at by multiplication. This, unfortunately, 
is an approach more appropriate to the community-chest drive 
of a well-to-do suburban town than to a national economy 
burdened by the heavy drains of war. 

This unrealistic handling of costs has lost support for social 
security proposals among the conservative, thrifty elements of 
our population, in industry, labor, agriculture and finance. These 
groups might be influenced by a reasoned appeal that the costs 
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of maintaining the effectiveness of our human resources were so 
many dollars but that the returns in national welfare were in 
excess of these costs. Further, the cost of alternative proposals 
could then be discussed in terms of the sources of income to meet 
these costs. The area of contributory social insurance, with a 
large degree of self-financing, could be delimited and the areas 
of public relief defined. Without cost estimates, a plan of social 
security appears to many an impractical “ theory ” since, to the 
business man, storekeeper, farmer and housewife, cost is a part 
of day-to-day living. 

Sir William Beveridge recognized this desire for cost figures 
in his proposals for the reorganization and expansion of the 
British system of social security. The report of our own 
National Resources Planning Board leaves our desire to see the 
price tag unsatisfied. There does not seem to be sufficient differ- 
ence in either the wealth or the buying habits of the two 
countries to justify this contrast. But Sir William made social 
insurance the core of his program, whereas the National Re- 
sources Planning Board gave most emphasis to relief. 

While many other factors could be suggested to explain the 
lag in social security developments in this country in recent 
years, the four reasons outlined lead, I believe, to one solid con- 
clusion. We have not yet given the American people a thorough- 
going understanding of the function of social insurance as a 
means of conserving and enhancing our human resources and of 
affording the satisfaction of self-reliant security. We have con- 
fused them with much talk of relief and in the process have 
depended upon emotions rather than reason to sell our proposals. 
We have not demonstrated sufficiently the values of participa- 
tion, year in, year out, which social insurance affords, nor have 
we put across to the more conservative of our citizens the ad- 
vantages of social insurance as compared to relief in preserving 
incentive or making costs more definite. 

In the development of our social security program in the 
United States, relief does have an important réle to play. But 
the mechanism of social insurance seems to fit more closely 
the habits, attitudes and character of a productive, self-reliant 
people. The answer is, of course, a balanced program of social 
insurances covering old age, survivorship, temporary and per- 
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manent disability, unemployment and medical services, supple- 
mented by relief or public assistance to fill in the gaps or to 
lengthen the period of protection in certain cases. When the 
features of such a balanced program are fully understood by the 
American people, I have little doubt as to the result. With such 
a program we could face a depression of major dimensions with 
less fear of drastic consequences. 


REMARKS BY THE CHAIRMAN * 


CHAIRMAN Fes: I regret that your Chairman was exhausted by the 
duties of this job. We have had to retire him on pension. [Laughter] 

I take pleasure in introducing Dr. Frank Wallace Notestein, who is 
Director of the Office of Population Research of the School of Public 
and International Affairs, of Princeton University. 


*Chairman Maclver, in order to meet another engagement, asked Mr. 
Heriert Feis to assume the chair. 
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INTERNATIONAL POPULATION READJUSTMENTS 


FRANK W. NOTESTEIN 


Director, Office of Population Research 
School of Public and International Affairs, Princeton University 


HERE appears to be a widespread view that the problems 
T of international population readjustment are, for the 
most part, those arising as a consequence of the terrible 
events of the past decade. Of course, it is true that German 
and Japanese terrorism and the war’s destruction have brought 
many tragic problems. Acute as these are, however, they are 
relatively short-run problems and are overshadowed in signifi- 
cance by those of longer range, arising from the widely diver- 
gent rates at which the populations of the world are increasing. 
Moreover, even the short-run problems can be intelligently 
examined only in the light of underlying population trends 
throughout the world. Therefore, in this paper the long-run 
problems of industrially undeveloped areas of dense settlement, 
typified by Asia, and of agrarian population pressure in eastern 
Europe are considered first, after which some of the problems 
of displaced peoples and of the German situation are briefly 
examined. 

A potentiality for rapid growth characterizes more than half 
of the world’s population, including that of most of Asia and 
Africa, and much of Latin America. Many areas of: these 
regions have already generated enormous populations. For ex- 
ample, parts of Java, India, China and Egypt now have densi- 
ties exceeding 1,000 persons per square mile. These populations 
are maintained almost entirely by agriculture on margins of 
living so narrow that crop failures bring rising death rates. 
India’s population now exceeds 400 million, a number about as 
large as that of all Europe west of the Soviet Union.’ In the 
decade following 1931, the increase amounted to 50 million per- 


1 Kingsley Davis, “ Demographic Fact and Policy in India”, in Milbank 


Memorial Fund, Demographic Studies of Areas of Selected Rapid Growth 
(New York, 1944), p. 35. 
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sons. There is every reason to expect such increases to continue 
until the slender margins of subsistence disappear in a major 
human catastrophe. 

The demographic situation of India is particularly difficult, 
but in its essentials it is characteristic of that in most of the 
undeveloped areas of dense settlement. Human fertility is 
substantially uncontrolled and has not begun to decline, and 
the rate of growth depends on mortality. Such populations 
have the capacity for rapid and sustained growth whenever con- 
ditions permit a decline in the death rate. In the long run it is 
the agrarian areas of dense settlement that present the most 
serious problems of international population readjustment. 

Western influences are in no small part responsible for the 
existing situation in the colonial and semicolonial regions. The 
essence of the matter is that the economic interest and humani- 
tarian sympathies of modern nations have led to the introduction 
in these regions of certain parts of our culture—those that re- 
duce mortality. Meanwhile the nature of the economic de- 
velopment of the regions and a decent regard for local customs 
and ways of life have resulted in a failure to foster those changes 
out of which reduced fertility eventually comes. The intro- 
duction of efficient transportation, improved agricultural tech- 
niques, and rudimentary public health measures has reduced 
mortality somewhat. On the other hand, the use of the regions 
as sources of supply for agricultural raw materials and as 
markets for manufactured goods has brought slight change in 
the texture of social life. Urban industrial life has developed 
very little. Class and caste lines, marital habits, and religious 
and moral codes remain relatively untouched. They are still 
those that throughout the centuries have elicited high fertility. 
The result is a population growth that consumes most of the 
additional product of improved technology. There are more 
people living close to the same subsistence level, and their ca- 
pacity for further growth is still unimpaired. It is the essence 
of the agrarian colonial system, however enlightened, to per- 
petuate the situation in which population growth presses on the 
means of subsistence. 

There are no simple solutions for this situation. Indeed, it is 
possible that in some instances the processes have run so far that 
there are no orderly solutions. Heavy emigration affords no 
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answer where the populations are large and growth is controlled 
by mortality. Attempts to reduce such populations by emigra- 
tion are analogous to attempts to lower the level of a spring with 
a dipper. Release of pressure temporarily drops mortality, 
thereby bringing new growth that restores the original pressure, 
The process is successful only if it is continuous. Heavy emi- 
gration would not permanently alter the conditions of the send- 
ing countries, but it might tend to establish similar conditions 
in the receiving areas. Migration, especially temporary migra- 
tion, can play an important réle, but its effect lies in bringing 
new ways of life to the homeland rather than in the reduction 
of numbers. In a world in which half of the population repro- 
duces through substantially uncontrolled fertility, idealistic 
doctrines of freedom of migration offer no solution for the most 
congested areas, and hold a major threat to those populations 
that have controlled their fertility. 

Other short-cut solutions are equally ineffectual. A deteri- 
oration of public health would of course check growth, but only 
on terms of intensifying the problems to which a solution is 
sought. Moreover, improved health is one of the means by 
which the old customs that maintain fertility can be broken. 
Nor is there merit in the idea that the dissemination of birth 
control knowledge should precede efforts to improve health. 
Humans, like horses, can be led to water without significant 
result. Humans in a society centering in the large family are 
uninterested in birth control. Small family patterns develop 
only when interest turns from the older family focus to the 
welfare of the individual and his opportunity for advancement. 
Ultimately, the only solution to the problem of growth in these 
areas lies in the development of a society in which the indi- 
vidual’s aspirations for himself and his family become incom- 
patible with large numbers of children. 

Such a reorientation of social values requires in fact rapid and 
balanced modernization, including improved public health, edu- 
cation in modern technical skills, growing political participa- 
tion, improved agriculture, and rapid industrialization and 
urbanization. Such balanced modernization would break the 
cake of custom, weaken older caste and class lines, modify the 
functions of the family, and open new vistas of material and 
physical welfare to the individual—vistas that are incompatible 
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with unlimited procreation. In the presence of such changes 
interest in birth control could be rapidly induced. 

In the long run such changes would reduce fertility in today’s 
undeveloped regions as they have in Europe, the Soviet Union 
and Japan. In the short run they would stimulate rapid growth 
as they did in those areas. Immediate growth is almost inevi- 
table because mortality responds more quickly than fertility to 
the forces of modernization. There are no substantial social 
obstacles to the acceptance of longer life, but institutions and 
mores that have maintained high fertility through the ages 
change only gradually. Therefore, an ultimate check to popu- 
lation growth can be obtained only on terms of rapid immediate 
increases. The problem of economic development is that of 
raising levels of living in the face of such an accelerated growth. 

The obstacles to the success of any such program are great, in 
some cases perhaps too great to permit an orderly ultimate solu- 
tion. It is quite within the bounds of possibility that Asia’s 
population will equal the present world figure of two billion 
within two or three generations. If the population is not to 
reach that figure with its capacity for growth still unchecked, 
the dangerous business of transferring a few of the externals of 
modern technical culture, while withholding its essence, will 
have to be rather promptly stopped. A balanced development 
will have to be substituted for the system that relegates such 
areas to the rdle of dependent producers of raw materials under 
paternalistic governments. My own judgment is that the solu- 
tion is one in which the modern nations of the West could con- 
tribute to their own immediate as well as ultimate advantage.” 

Less serious but urgent problems of a somewhat different sort 
are to be found in eastern Europe. This region is in the phase 
of transitional population growth incident to modernization. 
Both fertility and mortality were high but declining rapidly 
during the interwar period. In the orderly course of events, 
the phase of rapid growth should be over within a generation. 
Meanwhile, however, there is serious pressure of population on 
developed resources, which are mainly agricultural. The piling 
up of population on the land has been progressive, farms are 


“This thesis is somewhat more fully presented in a paper entitled 
“Problems of Policy in Relation to Areas of Heavy Population Pressure i 
by Frank W. Notestein, in Milbank Memorial Fund, op. cit., pp. 138-158. 
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generally small and often fragmented, and crop yields are low 
even per unit of land, to say nothing of yields per capita. It 
has been estimated that even if agricultural techniques were 
improved so that the yields of equal units of land were those 
of France, the region would still have to lose more than one 
third of its agricultural population before the product per capita 
of agricultural population would equal the European average; 
In short, there is grossly inefficient use of manpower in the 
region, and, as a result, widespread poverty. 

Moreover, prospective population changes will intensify the 
problem. In the absence of war losses and emigration, the 
male population of working age could have been expected to in- 
crease more than 40 per cent between 1940 and 1970.4 War 
losses will reduce that increase somewhat, but it will still be 
large and particularly heavy in the poorest rural areas. Future 
population changes will, therefore, tend to intensify the prob- 
lems of agrarian congestion that were serious even before the 
war. 

The problem has political as well as economic significance, 
People of this region are sufficiently close to modern Europe to 
know something of a more prosperous peacetime world in which 
they had little part. They have two requirements for discon- 
tent: poverty and an awareness that others are not so poor. 
The strain is further complicated by the fact that the region is 
crisscrossed with cleavages—ethnic, religious, economic, ideo- 
logical and national. Severe and growing economic strains in 
the presence of cultural and political heterogeneity add up to 
an explosive mixture in a world sick of explosions. 

Various solutions of the problem have been proposed. Too 
often for the writer’s taste they take the form of proposals for 
the reduction of tensions by the creation of ethnically homo- 
geneous states through a mixture of political fragmentation and 
the mass resettlement of people. Parenthetically, it may be 
noted that the nature of the homogeneity sought, whether 
ethnic, religious, economic, nationalistic, or ideological, is not 
frequently debated. Ethnic considerations come up often 

3 Wilbert E. Moore, “Agricultural Population and Rural Economy in 
Eastern and Southern Europe”, in Milbank Memorial Fund, op. cit., p. 66 


4 Notestein, Taeuber, Kirk, Coale, and Kiser, The Future Population of 
Europe and the Soviet Union (Geneva, League of Nations, 1944), p. 120. 
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enough to suggest that naive views of race are not a monopoly 
of the Nazis. The experience of England, France, Switzerland, 
the Soviet Union and the United States in welding heterogeneous 
people into nations is demonstration enough that such hetero- 
geneity presents no insuperable barrier to peaceful living. The 
mass resettlement of populations, quite apart from the suffering 
it entails, can be only a measure of last resort. From every 
point of view such a proposal is ill-advised. No permanent 
solution is obtained by attempts to hold within rather small, 
rigidly bounded areas a number of populations growing at 
widely divergent rates. Moreover, any such attempt would 
almost inevitably strengthen the economic barriers that have 
already held back the development of the region. 

In the past, animosities between groups have largely been 
overcome by sublimation in new hopes, and surely sublimation 
in a new hope for economic advance is part of the answer in 
this region. Eastern Europe, unlike parts of the Far East, need 
have no long-run problem of population pressure. The area has 
too many people only in the same sense that it has too little 
economic product. It has too many people on the land to be 
an effective producer of wealth. The region’s greatest need is 
for a rapid extension of industry. 

In view of the fact that industry must be located with regard 
to resources, which are scattered and at best not plentiful, a 
substantial redistribution of population through migration will 
be required. The necessary adjustments, however, can be ob- 
tained by free migration operating chiefly in accordance with 
the usual economic incentives. The result of such migration 
would be a greater mixture of people than now exists, instead 
of a multiplicity of homogeneous districts. It seems probable 
that rapid economic development would carry the region 
through its coming generation of population growth, and that 
such a course of events offers the best possibility for the reduc- 
tion of dangerous political tensions. 

The most serious immediate problem of population adjust- 
ment in Europe is, of course, that of the tens of millions of 
people displaced in the past decade of persecution and war. In 
all probability the great majority of them will want to return 
home as rapidly as possible, and the major administrative task 
will be to facilitate that process. The complexities of the 
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problem need not detain us except to note again that the adjust- 
ment can be orderly, rapid and humane only if fully function- 
ing economies are promptly achieved. lf jobs are competing 
for people, rather than people for jobs, the obstacles to speedy 
and efficient relocation will be greatly reduced. 

There will, nevertheless, remain large numbers, perhaps mil- 
lions, of people who cannot return home, either because they 
have none, or because of the agony of past memories. It is this 
situation that has led to proposals for the extensive resettlement 
of homeless people in new colonial undertakings. Most of 
these proposals seem ill-advised. If they call for the develop- 
ment of balanced industrial and agricultural communities, they 
require a capitalization beyond the bounds of possibility. If 
they call for subsistence and eventually commercial agriculture, 
they are virtually foredoomed to failure. Most of the world’s 
unsettled lands remain so because of the difficulties involved in 
their development even by persons with appropriate skills who 
are accustomed to the privations of frontier life. Only a train 
of tragedies could be expected from attempts to settle Europe’s 
residual group of homeless people, who are essentially urban, 
on an agricultural frontier. Moreover, the proposal is demo- 
graphic nonsense. The world needs fewer and more efficient 
farmers. It already has too many people eking out a bare exist- 
ence on the land. 

There is no fundamental reason why Europe’s homeless peo- 
ple cannot be absorbed by the functioning economies. The 
countries of western Europe and the United States have a con- 
siderable absorption capacity, and other American countries 
and the Soviet Union need people with commercial and indus- 
trial skills. Undoubtedly most nations will and _ should 
carefully control and restrict their immigration. However, 
current attitudes favoring virtual exclusion of migrants are dif- 
ficult to justify. They apparently come from a distorted view 
of the problem induced by the depression years. Somehow it 
is assumed that unemployment means that we have too many 
people. Actually it means nothing of the sort; it means only 
that we have a badly functioning economy. The Western world 
has ample place for urban populations. There will be no dif- 
ficulty about the almost automatic absorption of homeless in- 
dividuals and families provided there is something like full em- 
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ployment. Under conditions of slack employment, there is no 
solution, least of all through the mass movement of urban folk 
to subsistence farms. 

Finally, there is the much discussed problem of Germany, to 
which the demographer can bring certain pertinent information 
without, I fear, professing final solutions. It is generally real- 
ized that most of the nations of northwestern and central Eu- 
rope are nearing the end of their period of population growth, 
and that some of them, notably France and England, face im- 
minent decline quite apart from the losses of the war. It is 
also generally realized that Germans constitute the largest ethnic 
group west of the Soviet Union. What nowadays is less often 
emphasized is that Germany is in much the same fundamental 
position with respect to future growth as France and England; 
that even without war losses only the most energetic measures 
would forestall a decline within a generation, and that heavy 
war losses have further reduced her capacity for growth. Mean- 
while, her position as a potential trouble maker is greatly weak- 
ened by the rising power of her neighbor to the East. There 
is every prospect that between 1940 and 1970 just the increase 
in the Soviet Union’s young men of military age will exceed 
Germany’s total, past or prospective. By 1970, the young man- 
power of the Soviet Union may well exceed the total of that in 
the seven next largest countries of Europe. Moreover, there is 
every indication that Russia will have the skill and resources 
to make that manpower effective if necessary. The fact is that 
a defeated Germany will have irretrievably lost her position as 
the dominant military power of Europe. 

That fact has an important bearing on proposals for de- 
industrializing Germany. At best such proposals are counsels 
of despair, based on the false assumption that Germany can 
recover its dominant power position. Actually, it is a proposal 
for spreading poverty, not only through Germany, but through- 
out Europe. If the war’s destruction is to be repaired, if there 
is to be new hope in eastern and southern Europe, if the hatreds 
of strife are to be healed, surely it is not to be done by chang- 
ing the industrial heart of Europe into a new region of agrarian 
poverty. Europe needs more product, not more poverty. The 
solution does not lie in transplanting millions of Germans into 


5 Notestein, et al., op. cit., p. 134. 
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a hopeless subsistence agriculture; instead it lies in a control 
of German economy and government designed to attain both 
security and prosperity for Europe as a whole. 

Different considerations are involved in proposals for the 
evacuation of German nationals from reconquered territories 
or from territories taken in restitution for war damage of a 
permanent character. Such action is grounded on considera- 
tions of security and the imperative needs of injured parties. In 
this case, moreover, the enemy presumably will be left sufficient 
territory to maintain an efficiently functioning economy in a 
trading world. 

With the exception of the repatriation of enemy nationals, 
little can be said in favor of mass resettlement as a measure 
of international population readjustment. Such resettlement 
offers no solution to the German problem, to the problems of 
displaced peoples, to those of agrarian population pressure in 
eastern Europe, or to the enormous problems of population 
growth in Far Eastern and other undeveloped areas of dense 
settlement. In the cases of population pressure, rapid and bal- 
anced economic development, especially of an urban and in- 
dustrial character, coupled with a judicious expansion of op- 
portunities for individual migration, offers the best chance for 
sound readjustment. It serves both to relieve immediate pres- 
sures, and to resolve ultimate ones by setting in motion processes 
that eventually check growth by bringing fertility under con- 
trol. Only when the stream of life is everywhere maintained 
by the efficient balance of low fertility and low mortality will 
mankind be truly free to follow the paths of civilization. 
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DISCUSSION: HUMAN READJUSTMENTS 


CHAIRMAN Fets: The meeting is now open for discussion and 
questions. 


Mr. Grant Mriixer: I wish to ask General Hines whether any 
effort has been made, and, if so, with what success, to have labor 
unions give preference to veterans in employment, even to the ex- 
clusion of their own men. 


GENERAL Hines: Yes, an effort is being made, but not exactly 
along the line you suggest. Both key labor organizations have ap- 
pointed representatives to deal with reémployment and retraining. 
About twelve questions were submitted to them, and these in turn 
have been referred to the local unions. The questions deal with 
veterans who are members of organized labor at the present time (and 
there are about three million of them in the services), and with those 
who are not now members of any union. They involve such issues 
as seniority rights, and whether veterans can be employed in a plant 
without joining a union, or, if they do join the union, whether the 
initiation fee and the dues will be retroactive. 

The attitude of unions in every answer that has come in up to date 
has been favorable to the veteran: for instance, to grant him seniority 
rights for the time in service, coupled with that which he had before. 
Not all of the local unions are in a position to give a definite answer 
because many of them are involved in contracts with employers, but 
the present attitude is not only to give the veteran a good break, 
I would say, but to give him a preference if it can be done without 
violation of existing contracts. 


Mr. JoHN Hersacnu: I have a general question regarding many 
of the addresses. What kind of a system is used to insure intimate 
collaboration among the United States, England, Canada, and others, 
in relation to the many international questions which were mentioned 
here. Have these problems been mapped out? How can the experts 
from England on a certain problem meet with the experts of the 
United States, Russia, and other countries? 


CHAIRMAN Fets: I have the impression that you are asking for a 
complete review of discussions and negotiations that are going on 
between ourselves and foreign countries, and that none of the speakers 
will want to undertake such a review. But I turn to them. 
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Mr. HerBAcH: I mean, what kind of a system is used? 


CHAIRMAN Felts: General Hines will deal with the question from 
the veterans’ standpoint. 


GENERAL Hines: I would not attempt to go into the broad field 
of some of the problems that probably will come up at the peace table 
and the negotiations leading up to it; but I might say that, in so far 
as the Allies are concerned, we have had for some time with Great 
Britain and Canada a reciprocal agreement on the care of veterans, 

If one of their veterans is entitled to benefits, particularly that of 
hospitalization, and happens to become ill in the United States and it 
is made known to some office of the Veterans’ Administration, we 
undertake to take care of him. If it is an emergency case we take 
him without communicating with his government. If time permits 
we communicate with Canada, for example, to find out if he is eligible, 
If he is, we take care of him at a reciprocal rate. Canada does the 
same thing for an American veteran. We likewise have with Aus- 
tralia and Great Britain reciprocal arrangements of different types. 

It will be necessary to revise all of these agreements, because of the 
increase in numbers and because certain differences in benefits exist. 
You are probably all familiar with the fact that the American veteran, 
regardless of whether he is disabled due to service, and even if he has 
served in World War II but one day, is entitled to hospitalization for 
any disability, regardless of its origin, for the rest of his life, provided 
the Veterans’ Administration has a bed available. Most of the other 
countries have not gone quite as far as we have. Canada has under- 
taken, on a limited scale, to take care of some of her veterans with 
non-service disabilities; but no other country has matched the full 
care provided by the United States. 

Now, in the matter of monetary payments, we do not undertake to 
have reciprocal agreements. Such benefits are paid to the men of each 
country, no matter where they may be. We will reciprocate, how- 
ever, in trying to assist a veteran of any country of the United 
Nations, if he is in difficulty and wants to communicate with his 


government. We try to do that wherever our officers are in touch 
with the veteran. 


CHAIRMAN Fes: I believe Professor Brown will supplement General 
Hines’s statement with a comment on international arrangements 
dealing with social security matters. 


PRoFEssor Brown: I am very glad to say that international arrange- 
ments in the field of social insurance have been as effective as those 
in any other field of social action. The International Labour Organ- 
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jsation, with Professor Carter Goodrich, of Columbia University, as 
chairman of the governing board, has studied social insurance and 
social assistance ever since the last war, and there has been much 
constructive interchange of information as well as the encouragement 
of international arrangements in that field. It is to be hoped that in 
any future international organization the fine work of the Inter- 
national Labour Organisation will be continued. 


Mrs. R. Wuite: I should like to ask General Hines what methods 
are used to obtain an efficient personnel to carry out the G.I. Bill of 


Rights. 


GENERAL Hines: The Veterans’ Administration expects to main- 
tain, in its own organization, personnel handling matters which con- 
cern regulations and policy and supervision. It expects to use the 
Department of Agriculture in making guarantees of loans on the 
purchase of farms; the National Housing Agency and its field force 
in making loans on homes or in repairing houses; the Reconstruction 
Finance Corporation, probably the Smaller War Plants Corporation, for 
handling or processing loans in small business. The supervision of the 
work and the formulation of policy remain with the Veterans’ Admin- 
istration. The educational provisions of this law and the vocational 
training of the service-disabled under another law will be administered 
by the Veterans’ Administration in collaboration with approved educa- 


tional and training institutions with which we have entered into con- 
tracts. 


Mr. E. B. Morrow: I should like to ask this question. In the re- 
employment of disabled men, would it not be helpful to employers 
if they had some idea as to the type of men; that is, whether the dis- 
abled would be largely blind men or largely armless men or largely 


legless men? Is there any breakdown of the proportion of types of 
injuries? 


GENERAL Hines: Yes, we have a breakdown; and it would be our 
purpose to keep industry in a given area advised. The numbers will 
depend, to a great extent, on how long the war continues. We do 
know that because of the great advances made in the medical service 
of the Army and the Navy in the use of sulfa drugs, blood plasma, 
and because of the speed with which a wounded man can be cared for, 
many men, who would have died during the last war, will be saved 
in this one. We will have many more amputees, men with the loss 
of an arm or a leg, than we had in proportion in the last war. 

So far, the number of blind has not been large, but the character 
of warfare, particularly if it should reach the point where gas were 
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used, might readily change that. It would be our purpose, however, 
not to let any of these badly disabled leave the hospitals until they 
were rehabilitated to the extent of caring for themselves; then they 
would be placed in the training program. 

Industry will not be asked to employ these men until we are fully 
satisfied that they have been rehabilitated to the greatest extent possible, 


Miss J. Homan: I should like to ask what the relation is between 
the time when a veteran is wounded, the date of his discharge, and 
the date that he goes onto the pension roll. I think you mentioned 
there were half a million disabled veterans and a quarter of a million 
on the pension rolls. I am trying to estimate for my company the 
cost of our sickness benefit plan for a reserve for the wounded veterans 
who will come back disabled. I realize that there is quite a lag be- 
tween the date of disability and the date of discharge. Of course, 
a disabled veteran would not be eligible for our benefits until after 
he was discharged. Is there any set policy? 


GENERAL Hines: There was originally quite a lag, but it was 
brought about by a large number of men being discharged by the 
Army at the end of the training period. There has been no lag in 
the adjudication of claims of men who have come back with combat 
disability. The casualty list is approximately half a million; but you 
must take into account that that includes those killed in action, 
wounded in action, missing, and prisoners. The claims that are now 
coming from men discharged from the Army and Navy hospitals 
are practically all adjudicated within forty-eight hours. The rule of 
the War Department is to send its records to our Area Adjudica- 
tion Board the same day the man is discharged. 

In the initial discharge of nearly 600,000 men at the end of the 
training period, they went out very rapidly. There were men with 
short service, not all of whom had certificates of disability—that is, 
disability due to service. Naturally at first the load was too great to 
be handled as expeditiously as it would be now. 

A disability pension may be paid from date of discharge if the 
veteran files application within one year after leaving service; other- 
wise, it is paid from date of application. 


Miss Homan: Is there any policy as to how soon they should be 
discharged? Do they still get discharged while in the hospital or do 
they have to be dehospitalized? 


GENERAL Hines: The Veterans’ Administration cannot adjudicate 
a claim for a pension until the veteran is discharged from the service. 
As soon as he is discharged, he may file a claim; and he generally does 
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that before he is discharged, but the claim can be adjudicated only 
upon the veteran’s discharge. 

The policy of the Army and Navy is not to discharge these men 
until it is certain that they cannot be rehabilitated and go back to 
the line, or, if they are badly wounded, until they are physically re- 
habilitated. All the time they are in the hospital they are still on 
army pay, still entitled to the family allotment. But the policy of 
the government as a whole is to pick up one benefit when the other 
is dropped as quickly as that can be done. 


Mrs. J. Ross: I would like to ask if any arrangement is being made 
for forums to be held in the cities and county seats throughout the 
country, where a veteran might appear and give to those present an 
idea of the sort of work that he would like best to do and for which 
he was especially fitted, so that those who have jobs to be filled would 
be able to hear and see and perhaps talk with the veterans. The 
atrangement could easily be made to carry the discussions over the air, 
and I believe that it would reach thousands who could be helped. 


GENERAL Hines: I would like to say first that it is the policy of 
the Army and the Navy to place into the hands of every veteran when 
he is discharged a booklet that indicates what benefits he is entitled 
to receive. It also is a guide indicating where he should go to get 
information on any particular benefit for which he wishes to apply. 

So far there have been established throughout the United States 
about 8,000 information centers. They have been set up by the 
Veterans’ Administration, United States Employment Service and 
the Selective Service. Under the law a veteran is entitled and is 
required to report back to his draft board for the purpose. The 
reason for having him do that is to enable him, if he had a job before 
entering the service and if he wishes it back, to apply for it. It is 
the duty of the employment member of the draft board to apply to 
the employer and ask that the veteran be given his job back. In the 
event that job no longer exists or something has happened to the 
veteran so that he is unable to fill it, then it is the duty of the 
United States Employment Service to find him a job which he can 
perform. 

We are doing everything we can to get information into the hands 
of the public in all the communities so that they will understand the 
problem. We are having great difficulty, because of the good inten- 
tions of many organizations and many people locally, in preventing 
duplication of effort. 

The veteran is now being called upon to go to so many places that 
at times he gets confused. So many people want to help him. If 
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the veteran will follow the rules laid down in the pamphlet issued by 
the Retraining and Reemployment Administration and go to those 
places that will handle the benefits he believes himself entitled to, he 
will not be confused and he will receive prompt attention. 


Mrs. Ross: I have been through all that. I have been to all of the 
agencies in New York, and I was not permitted to speak to any one, 
There were many there looking for jobs, but I was not permitted to 
see the handwriting of anyone or to know the name of anyone who 
is seeking a job, although I have had and was able then to provide 
very many jobs. There is no codperation, and I think that there 


should be. 


GENERAL Hines: I agree that these agencies should codperate with 
you. 


Mrs. ROBERTSON-JONES: I understood Dr. Notestein to say that 
Occidental influence in the overpopulated sections of the East had 
resulted in the reduction of mortality but not of fertility. I realize 
that the British government in India and the Dutch government in 
Java have offered many hospital, clinical and public health facilities 
that have resulted in the reduction of mortality by improving health, 
but have these governments ever offered adequate facilities to the 
natives for acquiring technical information needed for reducing their 
fertility? 


Dr. NoresTeIn: No, Mrs. Jones, they have not, but if they had, 
it probably would have accomplished relatively little. As you know, 
there have been a good many experiments in the introduction of con- 
traception to such populations and the results have been rather slight. 
Such attempts are not likely to be very effective so long as the whole 
society is oriented toward large families. 

The introduction of contraception, and of other birth control meas- 
ures, is undoubtedly an important ingredient in any program to 
reduce fertility. However, it is only one ingredient, and in the ab- 
sence of other changes a rather ineffective one. There is little inter- 
est in small families when the social organization remains that which 
has elicited a fertility high enough to permit survival in the face of 
appalling mortality. The agricultural way of life, prevailing moral 
codes, the organization of the family, caste and class lines, and the 
sources of individual prestige, all serve to make people want large 
families. In such a setting there is not likely to be a general accept- 
ance of birth control even if the means were available. The fact is 
that the populations are not effectively using the means of controlling 
fertility that are at their disposal. 
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Small families develop when the focus of major interest shifts from 
the family to the individual, his welfare and opportunity for advance- 
ment. Then the aspiration of parents for themselves and their chil- 
dren becomes incompatible with large numbers of children. This 
reorientation of interests and values has come largely in the context 
of modern urban society. Developing city life breaks older customs, 
permits the individual to be judged by what he has and does, rather 
than by the social standing of his family, and opens new goals of ma- 
terial and physical welfare toward which the individual can strive for 
himself and his children. A balanced modernization through rapid 
urban industrial development, growing popular education, improved 
public health, and increasing political participation is apparently neces- 
sary if the new individualistic orientation is to replace the old familis- 
tic one. An active birth control movement is an important ingre- 
dient of such a program of modernization. It is not, in the present 
stage of our knowledge, of much consequence in the absence of a 
broader program. 


Mr. Henry KNEELAND: May I ask Dr. Notestein if it is not possible 
in the Mediterranean basin and in China that irrigation, erosion control 
and better methods of agriculture may in the future take care of 
large populations on a much better basis than in the past? 


Dr. Nortestein: I hope so. We could spend a good deal of time 
discussing whether an area has too many people or not. When all 
is said, it would be one person’s judgment against another’s. This is 
not a matter of scientific proof, but of the value system that yields 
the criterion. 

It remains true, I think, that most of us have value systems that 
lead us to think that sometime the process of population growth must 
be stopped—that there is some point beyond which it does not seem 
desirable to increase the number of people in the world. What I have 
been trying to show is that simple agrarian development, which leaves 
the older social organizations intact, increases the population and leaves 
the capacity for further growth unimpaired. A rapid modernization 
would also stimulate growth, but meanwhile it would set in motion the 
reorientation of popular aspirations out of which a trend toward 
smaller families and the ultimate curtailment of the capacity for future 
growth come. We should not underestimate the potentialities for 
growth even under favorable conditions. In its process of transition 
from high to low birth and death rates the population of European 
extraction expanded almost sevenfold. Much of Asia has scarcely 
begun that transition. Much of the Mediterranean is in an analogous 
position. 
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The problem in these areas will be that of speeding the vital tran- 
sition so that the capacity for further growth will be exhausted after 
the present populations have, say, doubled or tripled. This speeding 
of the process will be unlikely unless, even in the face of such growth, 
there is a rapid rise in living levels and improved health. The eco- 
nomic problem, therefore, is not just that of obtaining the additional 
product to support growth at existing levels of living. If an ultimate 
solution is sought, it is that of finding the product to support larger 
numbers at ever higher standards of living and health. Something of 
the magnitude of the task may be seen from the fact that the ex- 
pectation of life at birth is below thirty-five years in Egypt and’ India 
and above sixty-five years in New Zealand. 


CHAIRMAN Fels: Unless there is someone else here who desires to 
talk, I suggest we express our appreciation to the speakers and adjourn. 
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SHAPING THE ECONOMIC AND POLITICAL FUTURE 


INTRODUCTION * 


LEWIS W. DOUGLAS, Presiding 


President of The Academy of Political Science 
President of The Mutual Life Insurance Company of New York 


HROUGHOUT the day this annual meeting of the 
T Academy has been devoted to a discussion of the re- 
adjustments, economic and human, that we must face 
when at last victory comes to the united arms of the United 
Nations. Many distinguished men, possessing extraordinary 
competence in their special fields, have contributed to this 
discussion. They have stimulated our thinking and they have 
added to our knowledge. To each of them, in the name of the 
Academy, I take this opportunity of expressing its gratitude 
and its appreciation. 

Tonight the subject for discussion is ““ Shaping the Economic 
and Political Future”. Were I to recite the various distin- 
guished positions that Mr. Welles has held throughout his long 
career, you would, I think, awaken in the cold gray dawn of the 
morning after having had but a few brief hours of rest. I 
should, however, in introducing him, like to say that for almost 
a third of a century he has devoted his talents and abilities to 
the public service, and in his chosen field has risen to a place 
of distinction attainable by few men in American life. 


* Opening remarks at the Third Session of the Annual Meeting. 
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He has been a shrewd observer of international developments, 
a skillful author, an articulate and effective proponent of the 
proposition that there must be restored a world order so that 
all of us in this country, and in all the countries of the rest of 
the world, may enjoy a lasting peace. 

It is with more than ordinary pleasure, that I introduce to 
the Academy, its friends and its guests, Mr. Sumner Welles, 
distinguished in American political life. 
[The assemblage arose and applauded. ] 


SHAPING THE ECONOMIC AND POLITICAL FUTURE 


SUMNER WELLES 
Former Under Secretary of State 


once more in a meeting of the Academy of Political Sci- 
ence, and to be afforded the privilege of speaking to its 
members here tonight. 

The Academy, as we all know, has had a distinguished career. 
It has performed services of outstanding value. It has clarified 
problems of great moment to public opinion in the United 
States. But it has never hitherto been afforded a greater op- 
portunity, nor perhaps, may I add, been faced with a greater 
obligation, to enlighten! public opinion with regard to the 
mighty issues which now confront this country. 

As we approach the day of our final and inevitable victory 
these issues loom ever larger. 

In baldest terms, at the end of the first World War, only 
twenty-five years ago, the people of the United States believed 
unquestioningly that the American democracy was going to 
be able to remain at peace and to prosper in a peaceful and 
orderly world. 

During the past three years, however, the United States has 
found itself menaced with the greatest danger which it has 
ever faced since the days of its earliest independence. We are 
today engaged in the greatest war which humanity has known. 
In the course of this war a far greater number of our sons 
will lose their lives and a far greater proportion of the nation’s 
resources will be expended than in the first World War so that 
the people of the United States can remain free and independent. 

Much time has been expended and much more time could be 
profitably spent in investigating and determining the precise 
causes for the present tragedy. It is, of course, essential, if we 
wish to avoid repeating in the future the mistakes of the past, 
that we should know the nature of those mistakes and the causes 


[ is a matter of profound satisfaction to me to take part 
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for our errors of omission or commission. But tonight we need 
do no more than admit that our modern civilization proved 
wholly incapable of grappling with an international system 
which had become unmanageable. 

The great problem before the people of the United States is 
this: Are they willing now—in their own interest, if for no 
other reason—this time to lead the nations of the world in es- 
tablishing an order which can prevent the conflagration which 
flames over the face of the earth from breaking out anew, after 
it is now quenched? I have often said, but I do not think it 
can be said too often, that, if this country of ours is to survive, 
it must today assume leadership. It must obliterate the inter- 
national inferiority complex which was fatally harmful to the 
vital interests of America during the past quarter of a century 
and which stems from our deeply rooted and traditional isola- 
tionism. 

American isolationism, we must clearly see, has always had 
two aspects. It has had the aspects stemming from the com- 
forting confidence, which was logical in the earlier decades of 
our national history, that the geographical remoteness of our 
country, surrounded as it was with two wide oceans, and bor- 
dered to the north and south by neighbors whom it had no 
cause to fear, was such that the physical security of the United 
States could be taken for granted. 

The other aspect of the fetish of isolationism is wholly dis- 
tinct. It has sprung from the conviction that the United 
States possessed no obligations in the world of nations. It has 
been founded upon the delusion that the people of this country 
are still capable of maintaining in the modern world a high 
standard of living and of achieving an ever-increasing measure 
of prosperity even if standards of living in the rest of the 
world decline, and even if war and economic ruin were per- 
manently to afflict the rest of the inhabitants of the globe. 

Isolationism is not only a policy of blindness. It is also a 
policy of unenlightened selfishness. 

It was this kind of thinking which gave rise to such curious 
phenomena as the Kellogg Pact. A great number of the people 
of this country, when that document was signed, actually be- 
lieved that their responsibility as citizens of a great nation had 
been more than met by the fact that the name of this country 
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had been affixed to an international pledge to outlaw war as 
an instrument of national policy. It provided for many of 
us in those years an agreeable hypnotic which was able to per- 
suade us that our failure to make even the slightest sacrifice to- 
ward making the League of Nations work was compensated 
for by placing our national signature upon a document which 
our minds told us could never be more than a scrap of paper. 
It was this kind of blindly selfish thinking which for many 
generations satisfied the public conscience that ever-mounting 
protective tariffs were not only justified, but eminently desir- 
able. 

We have just passed through a bitterly contested national 
election. To some of you to whom I am speaking tonight, un- 
like myself, the results of those elections were far from grati- 
fying. But I believe that in one sense all of us gathered here 
this evening will feel ourselves profoundly satisfied with one 
development which has been made evident as an outcome of 
the campaign. That development is that an overwhelming 
majority of the people of the United States, whether they are 
Democrats or Republicans, have clearly voted against the tenets 
of isolationism. 

I have always had complete confidence in the ultimate wis- 
dom of the American people. The famous dictum of Abraham 
Lincoln was perhaps never more apt than it is at this moment. 
The American people are no longer fooled. They have learned 
by the experience of a great tragedy. Today they see the 
truth. They see the truth that the liberties for which their 
sons are fighting can only be safeguarded, can only be pre- 
served, if an international organization, capable of maintaining 
peace, and competent to bring about through the years which 
lie ahead world order and social and economic progress, is suc- 
cessfully established. They recognize that the United States, as 
the greatest Power in the world today, if this objective is to be 
achieved, must lead toward that goal and neither follow supinely 
in the wake of other Powers, nor hold itself aloof. 

We will be well advised at the outset to recognize the stag- 
gering nature of the obstacles which we will encounter in car- 
rying out the policy upon which we are about to embark. We 
will be well advised to realize from the outset that the effort 
which this nation must make, if it is eventually to reach the 
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goal which it has set for itself, will be a far greater effort than 
even that which is making it possible for us to win the war, 
This new effort will require a consistent, tireless, patient en- 
deavor on the part of the people of the United States. There 
will be little of the dramatic about it. It will not be concluded 
within a span of years comparable to the years of our war et- 
fort. After the first days when the victory is won, it will 
mean that we must still be prepared to make sacrifices, and to 
make them at a time when our country will be only too prone 
to wish to settle back and think about other things. It will 
mean that every man and woman in the United States will have 
to continue putting heart and soul into the task of making 
the peace settlements and the plans for world organization ac- 
tually work. It will mean that even the taxpayers will have 
to be willing to remember that the obligations which this coun- 
try must assume as a leading member of the family of nations, 
if world peace is to be maintained, will make it impossible for 
the budgetary expenses of the federal government to be cut 
down as sharply as they will wish. There will be no war spirit 
to spur us on. But unless a peace spirit is ever present in our 
minds in the years to come—and a peace spirit which is just as 
determined and just as strong as the war spirit which has in- 
spired the people of the United States during these long months 
—the success of our new policy may well be questionable. 

There are, of course, three features which present them- 
selves for immediate consideration as we seek to find the surest 
methods of solving the problems involved in bringing about the 
creation of a peaceful, a free and a prosperous world. 

The first feature is necessarily the question of mechanics. 
The mechanism of world organization is necessarily a basic 
question. A system must be devised which makes it possible 
for armed force to be available whenever it is needed to re- 
press future aggression, and to restrain governments and peo- 
ples from resorting to hostilities instead of submitting their 
disputes to an adjudication based upon justice, and in harmony 
with the law which the nations have yet to devise. 

It must further create the courts and the other agencies re- 
quired to serve as instruments of the international body politic. 

It must find the equitable answer to the difficult problem of 
making the “ sovereign equality of states ” a living verity, rather 
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than a mere phrase, and yet preserve the needed right of the 
major Powers, at least during the initial period of the world 
organization, to safeguard their own security and to retain 
control over that portion of their own armed forces which 
they offer for international police duties. 

I believe that the proposals agreed upon by the major Powers 
at Dumbarton Oaks provide the best solution for these require- 
ments which we can obtain at this time. These proposals leave 
unanswered certain major questions. Certain fundamental 
principles have not yet been agreed upon. But because of my 
conviction that the only way to secure a world organization in 
which the major and lesser Powers can all take part is to set it 
up and to start it functioning before the end of hostilities, I 
am hopeful that the Dumbarton Oaks proposals may be ac- 
cepted by all of the United Nations, with the addition of such 
amendments as those upon which they can all agree. 

If the endeavor is now made to obtain a perfect or a fully 
implemented document, all of us know that no common agree- 
ment can be found and that no international organization will 
be set up. The perfectionists are ever with us. But the per- 
fectionists must not be permitted to delay the establishment 
of an international organization capable of coping with the 
problems which will arise when the victory in Europe is won. 

The second feature of the problem is, of course, the question 
of how the international organization can best secure the un- 
swerving support of public opinion in all parts of the world 
in the solution of the problems which lie ahead. Without that 
support no world organization can prosper. Without it, it is 
doubtful whether it could even long survive. The surest way, 
it seems to me, to secure this support, and to render it an in- 
candescent support, is for the nations of the world which join 
in creating the world organization to see to it that certain es- 
sential human rights are guaranteed by it throughout the world. 

With true eloquence, the President has upheld to the eyes 
of suffering millions the achievement of the Four Freedoms as 
the great ideal for which we strive to gain the victory. 

If a world organization is established, with force behind it, 
freedom from fear will be guaranteed. 

But unless the world organization takes practical steps to in- 
sure the enjoyment of freedom of worship and of freedom of 
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information, you and I know that that part of the ideal which 
the President in the name of the United States held up to the 
rest of the world will remain no more than words. 

If freedom of worship and freedom of information are to 
be sanctified as an intrinsic part of that new standard of inter- 
national conduct which the peace-loving peoples of the earth 
are determined to lay down as an indispensable requisite in the 
maintenance of future peace, the nations of the world must 
surely pledge themselves to grant these rights to their own citi- 
zens. The most propitious moment to secure that great ad- 
vance in human history will be when the world organization 
is first set up. If the United Nations believe that the assur- 
ance of these two freedoms is just as indispensable in the mainte- 
nance of a free and peaceful world as freedom from fear, the 
world organization must contain a provision whereby the mem- 
ber nations commit themselves, as a condition to admission 
therein, to guarantee these rights to their nationals. 

The third feature of which I wish to remind you tonight 
represents what is perhaps the most difficult problem of all to 
solve. That feature is the question of how the fourth freedom 
listed by the President can be secured by mankind—freedom 
from want. 

There is no one in the world today who can with certainty 
tell us how that problem is going to be solved. We know that 
it will take generations, at the best, to find the final answer; 
but we also know that whether the right answer is eventually 
found will depend upon the preliminary steps which are taken 
now. We are certainly convinced of certain principles. We 
know, for example, that in this world of today, constantly 
drawn closer together by the development of communications, 
and by an ever more closely integrated world economy, the 
prosperity of any one country is largely contingent upon the 
prosperity of its neighbors. We also should know that the 
higher the standards of living throughout the world, the greater 
the consumption of manufactured goods and of agricultural 
products produced in all countries, and the greater the volume 
of employment there. We also know that the autarchic sys- 
tems prevalent in so many regions of the earth during the years 
between the two great wars led to nothing but disaster for the 
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peoples who practiced them, and to ruin for other peoples as 
well. 

This is a field for endeavor where effective international co- 
operation is just as indispensable as it is in preventing renewed 
aggression in the years to come. All of the international con- 
ferences which have so far been held, and in which I am glad to 
say our own government has played a leading part, and which 
have had to do with economic or financial questions, such as 
those at Hot Springs and at Bretton Woods, have pointed the 
way in the right direction. 

After all, it is not only the technical complexities of these 
problems which constitute the difficulty in their solution. The 
obstacles toward finding the right answer will be insuperable 
only if the principles by which the nations are guided in their 
search are faulty. The obstacles will never be overcome if the 
peoples of the earth continue to place their faith in the same 
concepts as those which governed international economic rela- 
tions during the generation which is now passed. 

The underlying principle which Richard Cobden set forth 
in a letter which he wrote almost a hundred years ago is quite 
as intrinsically sound, as we look ahead to the solutions which 
must be attained in the years to come, as it was when he stated 
it. He said: 


The conditions of production and exchange in any one country affect 
both actually and potentially the corresponding conditions in every 
other country. It is not free trade between any two countries that is 
the true aim; but to remove obstacles in the way of the stream of freely 
exchanging commodities that ought, like the Oceanus of primitive 
geography, to encircle the whole habitable world....The free circu- 
lation of commodities is in the long run as much impeded by an obstacle 
at one frontier as at another.... We could well afford, it is urged, to 
shut ourselves within our own walls, developing our own resources and 
consolidating a strong national sentiment until the nations who are now 
fighting us with protective tariffs come around to a better mind. The 
answer to this is that the removal of restriction on the circulation to 
a more distant point would not affect the vital fact that the circulation 
would still be restricted and interrupted....An interruption at whatever 
point in the great currents of exchange must always remain an inter- 
ruption and a disadvantage. 


This does not mean, in my understanding, that in the infi- 
nitely more complex social and economic structure of the mod- 
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ern day, governments are not going to have to intervene in many 
aspects of their nations’ economic life, both at home and abroad, 
But it has often seemed to me that the tendency has generally 
been that the more governments participated in the financial or 
commercial activities of their nationals abroad, the more they 
have lost sight of the essential truth of the principles enunciated 
by Cobden. 

In any estimate of the principles which should guide the 
course of the nations in this aspect of their collaboration, can 
we afford ever to lose sight of the fact that by no means the 
least of the causes for the disaster of our generation has been 
the inequitable distribution of wealth? 

Before the war most of the democracies verged on total col- 
lapse because they proved unable to find solutions for two cor- 
roding evils, which destroyed the confidence of their peoples, 
which ruined their economy, and which corrupted their politi- 
cal strength. Those fatal maladies were unemployment and 
poverty. 

If any proof were needed of the capacity of peoples to in- 
crease production, our own war effort has offered that proof a 
thousand times over. The overshadowing economic problem of 
the future is how to distribute all that which human beings can 
produce: not for the destruction of civilization, but for the 
construction of a new and better civilization. 

Those are the problems which must be faced as the people 
of the United States approach the victory which they will win 
at so huge a cost. They have the power to solve them if they 
are determined that the full impact of the power and pres- 
tige of this nation of free men be utilized by their govern- 
ment in the common international task of finding their solu- 
tion. The greatest assurance which they can presently find 
that these problems will be solved is through overwhelming 
public support for the announced intention of the President 
to seek the establishment of an international organization, now, 
before hostilities cease. 

Then we can all have ground for hope that the generations 
of Americans to come can live at peace, in a free and honest 


world. [Applause. ] 
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REMARKS BY THE CHAIRMAN 


PRESIDENT Douctas: As the conference of more than twenty-five 
years ago was about to commence in Paris, Georges Clemenceau, whose 
indomitable spirit and whose great capacity to fight saved us once 
before, was reported to have said that the establishment of the peace 
will be far more difficult than the winning of the war. Because of the 
work which Mr. Welles has done, and others with him, it is our hope 
that Clemenceau’s thought of twenty-five years ago will not this time 
be true. 

I express for you and for myself our thanks to Mr. Welles for having 
exacted from his arduous life the time and the effort to come here and 
to address us. 

I think it is fair to say that the performance of American industry 
and of those who are charged with the responsibility of directing its 
activities has constituted one of the miracles of modern history. 
On occasions even before Washington knew what it wanted, those who 
conducted the industrial operations of this country anticipated wants, 
and at great risk to themselves and to those associated with them, 
undertook to meet a then undefined and unspecified demand. 

In the years ahead I hope that the minds of men both here and 
across the waters will be mindful of this task that American industry 
and American captains of industry have performed for them and for 
us. And notwithstanding the prejudices that some may attempt to 
create within the country against them and against their enterprises 
and endeavors, notwithstanding perhaps future demagogic appeals that 
may be made, I express the hope that as long as this generation and 
future generations may live, their memories will hold alive the magnifi- 
cent and majestic performance of the industry of this country. 

Because of his varied and rich experience, and because he is the 
directing force in one of the great industrial enterprises of the modern 
world, with far-flung endeavors covering the very globe itself, we are 
honored by having with us tonight Mr. Sloan. 

I present him to you as one who can speak on the subject of shaping 
the economic future with an authority unsurpassed by anyone else. 


Mr. Sloan! 
[The assemblage arose and applauded. ] 
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THE IMPORTANCE OF JOBS 


ALFRED P. SLOAN, JR. 
Chairman, General Motors Corporation 


HIGHLY appreciate the honor of addressing The Academy 
| of Political Science this evening. The subject of my 
remarks—‘ The Importance of Jobs ”—is rather prosaic 
in comparison with the dramatic events of each passing day. 
There is little glamour in a job. There is little glamour in what 
makes the wheels of business go around; and often people too 
little understand and appreciate what makes for the better or 
worse in the flow of business and its influence on job oppor- 
tunities. On the contrary, Mr. Welles presents a thesis the 
drama of which challenges our imagination. There we recog- 
nize that the ceiling of exploration is unlimited. We are 
examining into the possibilities of new relationships among the 
peoples of the world, and we realize that a solution is essential 
to the more orderly development of our civilization, even to 
its continued existence. 

So I submit that Mr. Welles and I present this evening in 
the dramatic and the drab the two most consequential problems 
that face our civilization in this, perhaps the most critical, 
period of its long evolution. First, the maintenance of peace 
—-second, the opportunity to work. These problems have never 
been solved. They return from time to time to challenge our 
way of life. They even threaten our national existence. They 
grow in both intensity and complexity with the passing of time. 
Personally, I have never had any lack of faith in our ability to 
win the war. I am concerned, and deeply so, with our ability 
to win the peace; and it is very definitely my conviction that 
if we do not meet this challenge—the prevention of war, and 
more particularly jobs for those who want to work—democracy 
as a political instrumentality and free enterprise as an economic 
concept, as we have known them in the past, are in grave danger 
of passing out with the war itself. 

You may think I am placing too much importance on this 
problem of jobs. I donot think so! The problem was develop- 
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ing in the pre-war years. It was clear that sooner or later 
the issue had to be faced. It arose in acute form as a result 
of the political attacks on enterprise in the thirties. It was 
accelerated by national economic policies that limited in large 
part the essential incentive for the normal development of 
enterprise with expanding job opportunities. Thus, a synthetic 
depression involving a continually high state of unemployment 
followed one in fact. Ten million people out of work at the 
beginning of 1940 was the end result. 

Today the cry for opportunity in the post-war era is inter- 
national in scope. It echoes and reéchoes around the world. 
It appears in the utterances of the Prime Minister of England, 
in the pronouncements of the President of the United States. 
It is reflected in the thinking of the American doughboy who 
asks, “Am I to have a job?” It assumes an important part 
in the forum of current discussion. It asserted itself recently 
in a white paper presented by the British government to the 
Commons, the opening words of which were: “‘ The Government 
accept as one of their primary aims and responsibilities the 
maintenance of a high and stable level of employment after 
the war.” Truly an event in economic history! It is clear that 
a job for those who are willing to work is a social, economic 
and political “‘ must ” in the post-war era. It is clear that there 
is no single problem facing the people of the world today the 
solution of which means so much to so many. Jobs are 
important! 

The first thing we must learn is that jobs are an end result. 
They are not a means to an end. They do not just happen. 
They do not result from wishful thinking. There are no rabbits 
in this particular hat. Political promises do not create jobs 
—and never will. Jobs flow from a combination of capital, 
management and opportunity — and from nothing else! The 
catalyst is a prospective profit. Without these ingredients there 
can be no jobs in a free economy. The foundation upon which 
the superstructure of jobs must be built is confidence in the 
future of enterprise as determined by national economic policy. 
It never has been otherwise. It never will be. I submit that 
we should direct greater effort to develop a comprehensive 
understanding of what must be done to expand job opportuni- 
ties and where such opportunities lie. Only in that way can 
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we effectively meet the challenge that we face as we pass from 
war to peace. Let us put the horse before the cart. 

We cannot meet this challenge by adopting panaceas or 
through the use of mirrors. We have tried all that. It has 
failed! The problem can be solved permanently only within 
the structure of sound economic policy. We should profit by 
past experience. We must do those things that will serve to 
encourage and stimulate enterprise. We must build a foun- 
dation of confidence in its future opportunities. Men cannot 
plan ahead with confidence if uncertainty exists. Business can- 
not plan ahead with confidence if it is to be hamstrung by a 
political leadership which, although it may pay lip service to 
the cause of free enterprise, believes in something different and 
acts to prevent the system from effectively working. 

The London Economist recently said: “If liberal democracy 
is not compatible with full employment, then it is liberal 
democracy that will go....” If full employment is not achieved 
under our free enterprise system, then the people will demand 
something different — and irrespective of the fact that the 
“‘ something different ” could not possibly offer a solution. It 
is clear, I believe, that if we fail we shall pass to some form 
of planned and regimented economy. We shall lose our eco- 
nomic freedom. We shall become dependent upon government 
and government expenditures, with continuous deficit financing 
attempting to support the economy, expand employment and 
thus synthetically increase national income. Should this occur, 
it is clear that government would have to operate on a very 
different and far broader front. Old concepts such as those of 
public works would be far from sufficient. Government would 
have to compete with private enterprise in the production of 
goods and services. This would mean a direct conflict between 
government and enterprise along a wide front. It would be 
inherent in such an approach; and no matter how efficiently 
enterprise might be conducted, it could not continue to exist. 
Subsidies and other economic policies would mark the begin- 
ning of the end—the end of the American enterprise system 
as we have known it in the past, the beginning of government 
ownership and the socialization of enterprise. It is one ap- 
proach or the other. The recent elections, by implication, 
emphasize what has just been said. 
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Thus, we find that a formula to meet our objective of an 
expanding economy with increasing job opportunities contains 
three prime components. 

The first is a national policy that contemplates two objec- 
tives: one, to create incentive and to reéstablish the spirit of 
venture by making constructive effort worth while; the other, 
to do all things: throughout the ramifications of the whole 
economy that will serve to broaden and strengthen the field of 
opportunity in which business must operate. 

The second is a business policy that recognizes a responsibility 
far beyond that within itself—one that contemplates the appli- 
cation of economic statesmanship, one that accepts the fact 
that it is no longer sufficient to limit the horizon of the man- 
agement of enterprise to the mere production of goods and 
services, one that gives consideration in the policy phase of its 
operations to its relationships with the economy as a whole. 

The third is an aggressive and imaginative leadership in both 
areas: in the national field a leadership that recognizes the 
fundamental fact that production is the source of all economic 
progress and is essential to higher living standards, that America 
is a nation of business and business people, that those who 
accomplish more serve the people best; in the business area a 
leadership bold, aggressive and imaginative not only in dis- 
charging its duty to its individual interests but also in recogniz- 
ing its broader responsibilities in promoting progress and 
stability in the economy as a whole. 

The application of such a formula would inspire confidence 
in the long-pull position of enterprise. It would expand 
enormously the future possibilities of American business. It 
would change the whole aspect of our problem of job 
opportunities. 

If we agree that jobs are important, what should be our 
program? A comprehensive formula for action is beyond the 
scope of these few remarks. We can, however, identify a few 
points of attack. We can examine the possibilities of new 
reservoirs of job opportunities resulting from the political and 
economic developments of the war. We can challenge certain 
conceptions. We can clarify certain popular misunderstandings. 

Most discussions relating to job opportunities by implication 
assume that a high proportion of total employment is in 
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manufacture. We visualize the worker as someone entering 
the factory gate with a “ full dinner pail”, as we used to say, 
It has been estimated that 55 million civilian jobs should be the 
objective of the post-war era. About 46 million people appear 
to have been employed gainfully in civilian occupations in 1940 
—the last year before the economy was greatly changed by 
the war. If this figure of 55 million is a reasonable objective, 
it would require about 8 million additional civilian post-war 
jobs if our concept of high employment is to be achieved. 
Only 24 per cent of those employed in 1940, or about 11 
million, were engaged in manufacturing. About 23 per cent, 
or 10 million, were in agriculture. A little less than 45 per cent 
were in the services, such as distribution, transportation, com- 
munications, financing, public utilities and the like; and finally 
about 9 per cent were in the employ of the government as 
civilians. The distribution of jobs is in a constant state of flux. 
It is clear from this record that manufacturing alone cannot 
possibly supply all the additional post-war jobs. Distribution, 
transportation, construction, communication, banking and all 
the service trades must contribute their share. It is important, 
therefore, that we stimulate the establishment of small enter- 
prises not only in manufacturing but in all other lines of activ- 
ity, that we encourage more people to become employers, that 
we develop employment opportunities wherever useful services 
can be performed, that we urge the doughboys coming home 
from war to seek such opportunities. 

There has been a tremendous expansion in the aggregate out- 
put of American enterprise brought about by the war. It has 
been accomplished by full employment, longer hours, expansion 
of existing plants and a huge investment in new capacity. This 
is evidenced by the great increase in the index of industrial 
production. It is reflected in a tremendous expansion in our 
national income. Part of this expanded industrial production 
represents guns and another part butter. A very important 
question of policy here arises. What is to be done with the huge 
government investment of something like 15 billion dollars in 
American enterprise? What can be expected from it, if con- 
verted to purposes of peace, in terms of contributing to higher 
living standards through providing an additional reservoir of 
job opportunities? 
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Any scheme of mass production is designed to a specific ob- 
jective—the fabrication of a single type of product on a large 
scale. The tooling, the type of machinery, the layout of the 
plant, the building structure itself, all are directly related in 
detail to the articles to be produced. There is little flexibility. 
All might be described as a production scheme surrounded by 
an enclosure. To change from the production of one type of 
thing involves a complete reorganization of facilities. In such 
a reorganization it might well happen that the plant would be 
too large or too small or in the wrong location or that the type 
of structure would not be suitable for the new task from the 
point of view of an effective end result, or the plant might be 
uneconomic in some other way. It is certain that the machinery 
would be unusable to a greater or less degree. It might be 
said, recognizing the dangers of generalities, that to produce 
some other product an average plant might require an additional 
investment of 50 per cent of the original cost. But this addi- 
tional capital is only part of the problem. There must be the 
new product, and that involves engineering, production, selling 
and “ know-how ”—a going business, in other words. 

It has been stated that of these 15 billion dollars of govern- 
ment investment in American enterprise, 30 per cent in value 
represents plants involving a cost of over 50 million dollars each, 
and that only 5 per cent represents plants of less than 1 million 
dollars in value. Even in industrial America there are few 
enterprises large enough to support production facilities on this 
grand scale, and nearly one third are unsuitable for peacetime 
use irrespective of their size. We conclude that in all prob- 
ability this production capacity can contribute only a limited 
amount toward sustaining our national income and providing 
job opportunities after the war is over. 

It might be thought that the period into which the economy 
will in all probability soon enter, involving the reconversion of 
industry, is of little importance from the standpoint of unem- 
ployment because it is a one-time problem, so to speak. The 
contrary is true. If the problems incident to the transition 
are not solved effectively and realistically and, most importantly, 
promptly, on the part of the government and business, and 
there should result a prolonged period of unemployment on a 
large scale, lack of confidence in future opportunities might 
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well develop to the point where the spiral of business activity 
would turn downward. The direction in which we start after 
the war is of great significance. Constructive and aggressive 
planning on a scale demanded by the seriousness of the problem 
of reconversion is of vital consequence at this time. With the 
anticipated ending of the war with Germany before that with 
Japan, there is an opportunity to cushion the shock of the 
transition. It is important that this be capitalized to the utmost, 
If we were to contemplate the sudden ending of both wars at 
the same time, the situation would be serious indeed. 

It has been stated that, as a part of the economic and political 
settlements of the war through the reduction of the barriers 
restricting world trade, there will be an important expansion 
in job opportunities within the American economy in the 
production of goods and services for export. Although this 
may be true for the shorter term, I think it is highly problem- 
atical, if the long-pull position is considered, unless we tax our 
people to give things away. During the last twenty years 
there has been a strong trend toward industrialization through- 
out the world with loss of American exports. All countries 
are striving to create job opportunities for their people by 
producing rather than importing. But as the industrialization 
of the world develops and as more countries increase their effi- 
ciency they become bigger and better customers in world 
markets. Thus we both lose and gain. Whether there are 
more or fewer jobs in American exports depends upon the 
balance between these two influences. We can contribute to 
higher world living standards by seeking profitable opportuni- 
ties to export our capital and our “ know-how ”. This we should 
do; and by so doing we help ourselves. 

From what I have said as to these particular potential 
reservoirs of additional post-war jobs, it is not to be inferred 
that our capacity to produce and to employ has not been in- 
creased. It has—and in substantial degree. Likewise our 
“know-how ” has been broadened by the engineering and pro- 
duction experience of the war. Also, technological progress has 
been stimulated. All this makes possible greater opportunities 
for the future; but I do want to emphasize the fact that what 
has been accomplished in the expansion of production and na- 
tional income, reflecting as it has full employment during the 
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war, has far less bearing than generally appreciated on what will 
be possible in the peace. Entirely different circumstances will 
then prevail. Such comparisons are leading us into a false 
security and a far too optimistic appraisal of future probabilities. 
To avoid misunderstanding that might well lead to an undesir- 
able reaction, we should encourage a more realistic appraisal of 
the future possibilities. We are over-emphasizing the prospec- 
tive glories of the post-war world. We are underemphasizing 
the price that must be paid for the losses of the war. We are 
discounting the necessity of hard work. We are too little con- 
cerned with the problems we face and the dangers and uncer- 
tainties that exist. We must get down out of the stratosphere. 
We must face the facts. 

I have tried to find my way in a realistic manner through the 
maze of confusion, generalities, uncertainties and optimistic 
estimates now being advanced and to develop some measure of 
the future possibilities for my own business purposes. The real 
measure of our living standards is the physical volume of goods 
and services produced. What is that likely to be after the war 
as compared with before the war? Any estimate must be 
predicated upon some assumption of employment because only 
through employment do we create wealth. My conclusion is 
that, on an assumption of a high state of employment with all 
the objective demands for its accomplishment, we might obtain 
a gain of perhaps 25 per cent in our living standards after the 
war over those of 1940. As a matter of fact, such an achieve- 
ment would be real progress. It would represent a post-war 
net national income of about 100 billions in terms of 1935- 
1939 dollars as compared with 77 billion dollars of the same 
standard in 1940. Such a post-war national income would be 
equivalent to 125 billions expressed in 1943 dollars. This would 
be higher than our national income in 1941 which was by far 
the highest the country ever enjoyed up to that time. It would 
also represent less peacetime unemployment than we have had 
since 1929. 

In the field of national policy taxes have a controlling in- 
fluence on business development. It has been well said that our 
system of free enterprise begins and ends with the tax structure. 
Today it is a generally accepted fact that our present tax struc- 
ture is a hodge-podge of inconsistencies. It has been’ amended 
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from time to time during recent years by emergency measures 
based upon expediency, political and otherwise. Its funda- 
mental concept has been social change rather than revenue and 
the encouragement of enterprise. It has been concerned too 
much with the raising of money for relief and too little with 
the elimination of relief by encouraging business development 
and employment. What is needed is an entirely different con- 
cept: one that will reconstruct the spirit of enterprise. We 
must make it worth while to do things. We cannot solve the 
problem of 55 million jobs on an “I win—you lose” type of 
philosophy. We must start from the beginning with a clean 
sheet. The new concept should recognize the basic fact that, 
just as lower prices mean an expanding business volume, lower 
taxes mean increased dollar revenue through expanding the base 
of taxation. Double taxes on business should be eliminated. 
Capital should be free to move from one place to another in 
the economy. We should encourage the use of the most modern 
instruments of production. 

Existing national policy regarding the relationship of labor 
and enterprise is manifestly unfair. Both should be treated 
equally in relation to their responsibilities and privileges. All 
should support the principle of collective bargaining. Recog- 
nizing the great privileges labor is now enjoying, it should as- 
sume a corresponding degree of responsibility for its acts. No 
man should be required to pay for the privilege of having a 
job. The relationship of labor and management is the most 
serious cloud on the potential accomplishments of the immediate 
post-war period and a real danger at a highly critical time; and, 
as to the long-pull position, the economic consequences of the 
existing policy of labor leadership of more money for less pro- 
ductivity can only mean higher selling prices, hence reduced 
business volume and a contraction in job opportunities. 

I have referred to economic statesmanship as an essential com- 
ponent in the operating philosophy of the management of 
American enterprise. Economic statesmanship contemplates, 
first and above all, a recognition of the prime importance of 
technology. That is the motivating center of all real progress. 
It recognizes the economic significance of wage rates as affecting 
both selling prices and purchasing power. Business must have 
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customers. It recognizes that research applies to all the func- 
tional activities of enterprise and must not be limited to the 
physical sciences. It must search for progress in such areas as 
distribution, labor relations, organization and management 
technique. It must be directed to the creation of new and 
useful things. It must find ways to sell existing products at 
lower prices. 

Industry should be decentralized. Plants in more places 
should be the objective. The result is a better balanced local 
economy, hence a better balanced national economy. Manage- 
ment must respect the economic formula that production equals 
consumption plus savings. Surpluses must not be permitted to 
become static. They must be actively reémployed in either 
consumption or production. 

Management must recognize that savings in cost will stimu- 
late the economy most through a reduction in selling prices. 
Management should know that any arrangement that limits com- 
petition through the maintenance of prices, restriction of pro- 
duction, markets or product development, or in any other way, 
is prejudicial to the cause of free enterprise. Free enterprise 
cannot exist in an atmosphere of monopoly. In its relation- 
ships overseas, as at home, management should recognize the 
stimulating benefits of competition. Cartels should be out- 
lawed. Price policy —one of the most important economic 
functions of management—should be based upon a constant 
overhead determined by a realistic estimate of available capacity. 
Incentive as applied to capital is recognized. But incentive 
applies equally to management and to all concerned in enter- 
prise. Men are not created equal in their willingness to accom- 
plish or their capacity to do so. 

What is the end result of all this in terms of the probable 
economic events of the post-war period? And why? 

It is a generally accepted belief that after the period of re- 
conversion we shall enter a period of high industrial activity. 
There will exist a shortage of consumer durable and semidurable 
goods. Capital goods in large volume will be needed not only 
for new production but to offset the obsolescence accumulated 
during the war. There will in all likelihood be substantial and 
insistent demands from other countries for goods and equip- 
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ment to reéstablish their economy after the ravages of the war, 
Inventories must be replaced. Hence an enormous demand is 
in process of being created along the whole economic front for 
goods and services and must be satisfied to bring our standard 
of living up to pre-war levels. 

There exists a large bank of purchasing power in the hands 
of both the consumer and business. Reserves for depreciation 
and obsolescence are available. War bonds have been accumu- 
lated in large volume. Indebtedness has been liquidated. The 
reservoir of installment purchasing has been replenished. Say- 
ings bank deposits reflect the accumulated savings of the people. 

History shows that after all wars there has followed a period 
of great industrial activity. The pattern varies only in magni- 
tude and duration. The economic forces prevailing on this 
occasion are far-reaching and more powerful than ever before 
existed. Industry is completely converted. The length of the 
war is a factor. Industrial capacity has been greatly expanded. 
But there are potential dangers. The forces leading to inflation 
cannot be ignored. The transition period from war to peace is 
highly critical. There are many other uncertainties. 

It must be recognized that the immediate post-war picture 
I have presented is synthetic in its origin. It is not based upon 
an economic balance of consumption with production. To for- 
mulate business policy upon such a set of circumstances would 
be far from realistic. The field of business opportunity must 
always be appraised for its long-term as well as its short-term 
possibilities; and likewise as to whether the underlying factors 
are sound and likely to be permanent or synthetic or political 
in character. 

Such is the picture of the economy after reconversion is com- 
pleted in the early years of the post-war period as I visualize it. 
Now, and finally, what should the management of American 
enterprise do? I believe there is an opportunity as well as a 
responsibility: an opportunity to establish our national income 
on a substantially higher level than pre-war standards and on 
a basis insuring a sound advancement in our living standards 
with expanding job opportunities; a responsibility to take the 
initiative and assume a sane risk to insure a greater over-all 
utilization of our expanded economic resources, materials, man- 
power and productive capacity. 
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This concept is based upon both conviction and faith: con- 
yiction as to the fundamental validity of the opportunity and 
as to the reasonableness of the desire that establishes its objec- 
tives; faith that the economic panaceas—the “ rabbit-out-of- 
the-hat ” approach to the problems of the national economy— 
will have died with the war, and that our people, as a result of 
the war, will have found an inspiration in an opportunity to do 
something worth while and to work for the things they want. 
I believe the “‘ something-for-nothing ” philosophy has passed. 
This change is certain to reflect itself in new and different 
national economic policies that will broaden the field of business 
opportunity. Perhaps my faith may not be justified by future 
events. As a matter of fact, to be frank with you and honest 
to my own convictions, this faith has been somewhat shaken by 
current events. Without such a basically different approach, 
however, any such effort could but end in failure. It is because 
of that faith to which my associates in General Motors subscribe 
that we have adopted as our concept of General Motors after the 
war a program which contemplates an investment something in 
excess of 500 million dollars. To an important degree that 
is an investment in job opportunities; and it expresses in concrete 
terms our faith in the future of American enterprise. 

There can be no real ending in accomplishment so long as 
scientific research continues to move forward and at an acceler- 
ating rate. We are just beginning to understand the marvels 
that nature has made available to us. The real problem is so 
to manage our affairs as to make the possible possible. That is 
where we fail. We should in directing our effort strive to 
capitalize these marvelous opportunities that are right within 
our reach in terms of constantly advancing living standards, 
the end objective of all economic progress with more things 
for more people and job opportunities for all. (Applause) 
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REMARKS BY THE CHAIRMAN 


PRESIDENT Douctas: Mr. Sloan, you have spoken convincingly of 
the issues, and in language unmistakable. You have not used the 
jargon of the technician, a jargon of which Lord Tweedsmuir is 
reported to have made the comment that it was used by some speakers 
for the purpose of concealing their own ignorance and confusing their 
audience. 

May I crave your indulgence for just a few moments in an effort 
to bring together the threads of the discussion into what I hope will 
be a composite whole? I confess that it will be inadequate, and, 
coming as it does after what has been said, in the nature of an 
anticlimax. 

I hope that none of you will feel as did a gentle lady in the audience 
during a political campaign in England about twenty years ago when 
a very distinguished English statesman was presenting his case to his 
constituency for reélection. He was an extraordinarily eloquent 
orator, given to long periods. Frequently he would start one of these 
extensive periods from the floor, rising as it grew in length and in 
vehemence. 

As he had completed one of these, a gentle lady in the audience arose 
with an umbrella in her hand. She shook it at him and shouted, “ Mr. 
So-and-So ” (I cannot here disclose his name, for he is still among us), 
“Mr. So-and-So, if I were your wife I’d give you poison.” 

To which Mr. So-and-So graciously and spontaneously replied, 
“Madam, if I were your husband, I’d take it.” [Laughter and 
applause | 
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LEWIS W. DOUGLAS 


Lincoln, we have successfully experienced, and with- 

out impairment of the orderly processes of American 
life have survived, a presidential campaign conducted during a 
major war. To the minority, the outcome was not all that 
they had hoped for. 

But this should not, and does not, weaken—indeed we hope 
it adds strength and unflagging support to—the concert of 
minority and majority to the end that complete victory may 
soon be ours and that in its wake lasting peace and a sense 
of tranquillity may come once more to the world. 

Within the span of a quarter of a century, the world has 
been drenched in the blood of two great wars. We have with- 
in our generation observed the increase in their intensity; the 
multiplication of the exactions that they impose upon our 
national life; the waxing of the toll they take of the living; 
the rise in the number they place among the dead; the expan- 
sion of man’s capacity for wholesale desolation and destruction. 

We are, or must be, asking ourselves the question that Presi- 
dent Lowell put: “Is the ultimate gift of the natural sciences 
to man universal destruction? ” 

We know now what perhaps we did not know before, that 
modern war, that even living under the shadow of modern war, 
is wholly incompatible with living in freedom and liberty— 
liberty which, in the language of Lord Acton, one of the great 
historians of all time, “is not a means to a higher political end; 
it is itself the highest political end.” For liberty is one of the 
treasured privileges of responsible people that enable them not 
only to have, but—what is more important—to be, their best. 

Having seen these things and asked these questions, having 
come to these conclusions, we are now resolved that there shall 
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be established on the earth an enduring peace. To this high 
purpose, discussions have already been held, with results, 
admittedly in a tentative form, which hold out the promise 
—at least in part—of achieving our goal. 

We are, it seems clear, irrevocably committed to the propo- 
sition that, with due regard to the Constitution of the United 
States and the faithful observance of government by law, this 
country with others will exert and employ immediately what- 
ever military might may be necessary to quench—before it 
reaches an inflammable, explosive stage—the slightest glowing 
ember, the smallest spark, of incipient hostilities, lest the ruth- 
less marauders of today become again the irresponsible and 
brutal brigands of tomorrow. 

But this, I suggest—compelling as it is to establish a frame- 
work in which tranquillity may become a promise — is not 
enough; for no show of might, however necessary, no display 
of military strength, however great, no obligation to crush 
incipient warfare, however firm and binding, will long preserve 
the peace unless that peace be one which commends itself to 
the “ better angels of our nature ”. 

Important as are the formal military arrangements which 
may be made between ourselves and other nations of the world, 
it is equally important that we devote ourselves unflinchingly 
to the task of establishing an atmosphere in which peace can 
prevail and project itself into the future beyond the third and 
fourth generations of the living and the yet unborn. 

What Lord Keynes has called “ the serpent to our paradise” 
has been in modern history the ever increasingly unrescrained 
exercise of sovereignty by the nation-state. 

For more than three quarters of a century, beginning in a 
modest way both here and abroad, it has been the disposition 
of national governments to view certain matters as though 
they were their own concern, unmindful of and indifferent 
to their inexorably erosive effects on the very foundations of 
a peaceful world. 

Each nation—acting as though it were a law unto itself— 
has over an increasingly broad area of what has been assumed 
to be domestic policy—and in increasingly emphatic form— 
been taking separate and unilateral action covering a host of 
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different matters which together destroyed the environment in 
which men and women of varying nationalities could safely 
stack their arms and go about the peaceful pursuits of industry 
and of commerce, of learning, and of the arts. 

In the name of national defense, in the name of increasing 
exports, in the name of maintaining a standard of living, in 
the name of upholding national honor and prestige, and by a 
variety of different means—the raising of import tariffs to 
ever higher and higher and higher levels, the establishment of 
elaborate exchange restrictions, the creation of a two-price 
system, one for the internal and another for the external market, 
by extending subsidies and subventions to carriers on the seas, 
by focusing our attention on elevating or lowering purely 
national price levels, by a long array of acts that destroy the 
elements of commonality to all mankind — each nation-state, 
by adopting purely nationalistic policies, has been attaching such 
significance to its national frontiers that, though in one sense 
the world has been made smaller and smaller, in another it 
has been made larger and larger, more separated, more divided, 
and more hostile. 

Because these acts have been taken by states themselves, the 
tensions and the pressures, the conflicts and the hostilities, have 
become tensidns and pressures, conflicts and hostilities, not 
between individuals competing in the marketplace, but among 
the nation-states themselves. 

Between the two there is as great a difference as there is 
between good and evil, as vast a distance as between the stars 
in the heavens; for the individual competing in the market- 
place enjoys only limited powers. His authorities are circum- 
scribed and restricted by custom and by law. The nation- 
state, on the other hand, recognizes no restraints. It enjoys all 
the elements of sovereignty. It possesses, unlike the individual, 
the power to tax, to spend, to build navies, to construct vast 
armaments, to conscript great armies, and to declare war. 

Thus we have been creating an atmosphere wholly hostile 
to the peace which we now hope so much to attain. Thus 
we have been building up, all of us, in varying degree and 
with varying emphasis, the nation-state organized for the exer- 
cise of power. 
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This organization of government and of society H. A. L, 
Fisher called “the logic of tyranny, gilded by the ethical 
beauty of sacrifice”. Of this, he said: “The State was God, 
In the name of this abstraction, millions of men were prepared 
to work, to suffer, and to perish.” 

I venture the assertion that these policies, too long embraced 
everywhere in the past, if followed too long into the future 
will—as certain as it is that the seasons come and go—wreck 
into a thousand bits, just as they have wrecked before, any 
political or military arrangements aimed at giving us a sense 
of assured repose. 

The great problem of our time is, therefore, how to restrain 
the unrestrained sovereignty of the nation-state, within its 
boundaries and outside of them, and thus gradually, prudently, 
and with wisdom to reverse the trend of the last three quarters 
of a century. 

Will we understand that many of the acts of government 
and of business that were formerly viewed as purely national 
in their significance have dire and fateful international conse- 
quences beyond the calculations of the wisest among the living? 
And, understanding this proposition, will we in our actions 
be faithful to it? Will we, with high integrity and deep 
wisdom, resolve the question that if we are to export to the 
world, the world must be permitted to compensate us? Will 
we use an admirable division of labor, agreed to for purposes 
of more effectively conducting the war and of more speedily 
bringing it to a successful conclusion, as an excuse for operating 
on the high seas at great direct expense to our own country a 
vast merchant marine, and at even greater expense to those 
maritime nations that have drawn their lifeblood from carrying 
commerce on the seven seas—and so further limit their capacity 
to earn the dollars which they must have if they are to buy 
from us the products of our effort? Will we set about the 
difficult and exacting task of bringing our own financial affairs 
into some sort of order so that, with others, we may lay the 
foundation for a stable international medium of exchange— 
one of the indispensable elements of a world system of security? 

These are merely typical of the questions we must be prepared 
to face and solve, if we are to shed the cloak of nationalism 
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and to establish the national and international climate in which 
ace under law and freedom may be the inheritance of our 
children and their children’s children. 

May Providence, combined with reason — untarnished by 
prejudice and intolerance — guide us wisely in shaping the 
economic and political future, lest we miss what may be our 
last best chance on earth! [Applause] 


REMARKS BY THE CHAIRMAN 


PRESIDENT Douc tas: Unless there is some gentle lady with an 
umbrella, this session of the Academy is adjourned. 
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